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INTRODUCTION 
This Manual has been developed by the World Bank ‘Supporting Tax Administration and Policy Leadership’ 

(STAPL) project (hereafter, the “Project”) which was financed by UK Government’s Good Governance 

Fund.  

The role of production and manufacturing is significant in the economy of any country, it is the main pillar 

and source allowing to satisfy different needs of people. Taking into account that the Republic of Armenia 

is not rich in mineral resources, it is necessary to stimulate development of production by using all possible 

methods and the entire human potential, in particular, those branches of production and manufacturing that 

have export orientation. The high level of professional knowledge of economic entities carrying out 

production activities and awareness about the news related to the sphere plays an important role in the process 

of organizing efficient and profitable production.  

The objective of this Manual is to support economic entities operating in the production sector and to serve 

as a guide for clarification of a number of issues related to organization of production, calculation of tax 

liabilities in accordance with procedure set forth by the tax legislation of the Republic of Armenia.  

This Manual is prepared for taxpayers operating in the material production sector. 

The Manual includes regulations on calculation of tax liabilities concerning production of good, specifics of 

calculation of cost of issued products, by the taxpayers in the sector, as well as useful information on 

organization of the production activity, as a whole. 

 The Manual has an educational nature. It is not a normative legal act, and therefore no references can be 

made to it for legal purposes*. 

References to legal acts made in the Manual and citations from legal acts relate to then legislation effective 

as of 01 March 2021. 

 

*Note: This work is a product of the staff of The World Bank. The findings, interpretations, and conclusions expressed 

in this work do not necessarily reflect the views of the UK Government, the Executive Directors of The World Bank or 

the governments they represent. The World Bank does not guarantee the accuracy of the data included in this work. The 

boundaries, colors, denominations, and other information shown on any map in this work do not imply any judgment 

on the part of The World Bank concerning the legal status of any territory or the endorsement or acceptance of such 

boundaries. 
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SECTION 1 – GENERAL DESCRIPTION OF 

PRODUCTION ACTIVITY   

The economy is generally divided into two major sectors: material production and non-material (service 

sector) production. The main goal of the activity in the field of material production is generation of material 

products. The following branches are involved in the field of material production, in particular: 

1․ Industrial production:  

1․1 Mining industry 

1․2 Food production 

1․3 Production of tobacco products  

1․4 Production of base metals 

1․5 Beverage production 

1․6 Production of jewelry 

1․7 Clothing production,  

1.8 Other. 

2․ Agriculture 

The detailed description of the types of activities in industrial production and agriculture is provided in the 

classifier of types of economic activities approved by Order N874-N of the RA Minister of Economy as of 

September 19, 2013 “On approving the "Classifier of Types of Economic Activities" of the RA technical-

economic and social information, and on recognizing void Order N372-N of the RA Minister of Economy as 

of June 3, 2009”.  

A taxpayer engaged in production activities may be subject to a VAT, profit tax (or corporate income tax), a 

turnover tax, or a special regime for  micro- entrepreneurs. 

This Manual provides for regulations on accounting of income and expenses in relation to production 

activities carrying out by VAT and profit taxpayers, set forth by the tax and related legislation.  

Production is a process when, as a result of physical, chemical, hand, or other influences, basic materials 

are transformed into products: consumer goods, semi-finished or manufactured goods, or new products are 

obtained by recycling previously used goods. Finished goods are the goods the stage of processing of which 

is completed and is subject to consumption. 

The production process depends on the characteristics of the generated product, means of the product 

development and methods of performing production processes. At the end of the reporting period, as an 

outcome of the production activity, finished goods, work in progress, semi-finished goods may be generated. 

Finished goods are the goods that are fully processed, corresponds to the requirements of the standard and 

technical conditions, accepted by the customer or were transferred to the warehouse of the finished goods. 

Work-in progress is a product that has not yet passed all stages of production, has not been finalized, is used 

in other stages of production to produce finished goods, is not intended for sale. 
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Semi-finished goods are the goods that have not yet passed all stages of production, have not been finalized 

and is used in other stages of production to produce finished goods, and is intended for sale. 

Semi-finished goods or work in progress is a portion of the unit of the finished product.  

The standard production process consists of the following main stages: 

Table 1․ Production activity 

  

For the purpose of carrying out production activities, it is necessary to take into account that for some of 

them a license or notification is required by law. Besides, annual duties may be provided for obtaining the 

right to carry out activities subject to licensing or activities subject to notification. 

Types of activities subject to licensing are defined by the RA Law on Licensing 

(https://www.arlis.am/DocumentView.aspx?DocID=126306), types of activities subject to notification by the RA 

Law on Notification of Implementation of Activities 

(https://www.arlis.am/DocumentView.aspx?DocID=131563), while in terms of the amount of the state duties, by 

the RA Law on the State Duty (https://www.arlis.am/DocumentView.aspx?DocID=133562). 

ILLUSTRATIVE EXAMPLE 

In order to carry out "drug production" economic activity, according to the RA Law on Licensing, it is 

necessary to obtain a license from the relevant licensing authorized body. Besides, in accordance with the 

RA Law on State Duty, a state duty in the amount of 200-fold of the basic duty is charged for obtaining the 

mentioned license (AMD 200 thousand). 

 

 

  

https://www.arlis.am/DocumentView.aspx?DocID=126306
https://www.arlis.am/DocumentView.aspx?DocID=131563
https://www.arlis.am/DocumentView.aspx?DocID=133562
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SECTION 2 – COSTS INCURRED IN PRODUCTION  

In terms of accounting, costs incurred during the production activity are classified:  

 

Table 2․ Classification of costs 

  
  

Capital costs include those material and labor costs that are directly attributable to the specific product. 

Overhead costs are the costs that are not directly related to the main production, are not included in the salary 

of the main personnel and in the cost of raw materials. Taking into account that it is impossible to directly 

attribute them to the product, these costs are allocated on a proportional basis. 

Table 3․Classification of costs 
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Fixed costs do not change due to changes in production volume, they are incurred even when no product is 

produced. Administrative, financial and non-production costs are usually fixed costs. Examples of fixed costs 

are remuneration of the management, insurance payments, rent payments, depreciation charges of items of 

PPE, etc.  

Variable costs change in parallel to the change of the volume of production. Variable costs include, for 

example, remuneration of employees involved in the production process on a work and pay basis, the costs 

of obtaining materials needed for production, and so on. 

Table 4․ Classification of costs 

 

 

Direct costs are the costs that, when incurred, can be attributed directly to the products produced or the work 

performed. These are the costs of raw materials, fuel used to produce products, electricity and water used by 

the plant, wages of production personnel, etc. 

Indirect costs are costs that, when incurred, cannot be attributed directly to the products produced or the 

work performed. These are: production, non-production, general factory costs, operation and maintenance 

costs of equipment. These costs are proportionally allocated to different types of goods on a certain basis. 

The following direct costs can be taken as the basis: quantities of products produced, salaries of production 

workers, cost of materials used, period of issuance of products, etc. 

Inclusion rate (unit) of indirect costs 

In case of one type of product 

In case one type of product is produced, in order to have the indirect cost inclusion rate, the sum of indirect 

costs is divided by the quantity of products produced. Taking into consideration that the product is one type, 

the same portion of costs is attributed to the unit of the product. 

ILLUSTRATIVE EXAMPLE 

During the reporting period, "Zhamatsuyts" LLC produced 100 watches, indirect costs during the same 

reporting period were amounted to 300 units. The rate of inclusion of indirect costs will be equal to: 

 300 
= 3 

 100 

In case of more than one product 

In case more than one type of products are produced, indirect costs usually are not evenly allocated over the 

units, as these product types may be of different quality classes (medium, high, luxury). If this is the case, 
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equal allocation will not be logical. This method will be applicable when it is possible to accurately calculate 

the amount of indirect costs per unit. In production of different products, it is preferable to use the methods 

of indirect cost allocation mentioned above, applying a separate rate for each cost center. 

ILLUSTRATIVE EXAMPLE 

"Hastots" company has 2 plants (industrial units): mechanical and assembly, produces 4 types of machine. 

In this example, the following methods of indirect costs can be used to allocate indirect costs: 

Mechanical plant - Proportion of working hours of equipment, machine, system; 

Assembly plant – Proportion of direct working hours: 

Three machines are operated in the mechanical plant, each of which was operated 3,168 hours during the 

reporting period. Indirect costs per plant are 150,000 units. The allocation rate of indirect costs per machine 

hour will be equal to: 

 150 000 
= 142 units 

3 168/3 

2,400 man-hours were spent in the assembly plant during the reporting period, while indirect costs amounted 

to 10,000 units. The allocation rate of indirect costs per working hour will be equal to: 

   10 000 
= 4,2 units 

 2 400 

Suppose that 2 hours are spent on the production of X type machine in the mechanical plant and 3 hours in 

the assembly plant. Thus, the indirect cost included in the cost of X type machine will be equal to 142 x 2 + 

4,2 x 3 = 296,6 units. 
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PART 1. Classification of Production Costs  

The RA Tax Code (hereinafter referred to as the Code) uses the term "entrepreneurial costs" as a general 

definition of expenses.  

Entrepreneurial costs1 — decrease in an asset or increase in liability attributed to the activity carried out by 

an entity or an individual entrepreneur; which, taken separately, results in decrease in equity of an entity or 

decrease in net assets of an individual entrepreneur, except for the elements not considered costs, as 

prescribed by the Code.  

Entrepreneurial costs incurred during production activities are mainly classified into the following types: 

Table 5․Entrepreneural costs of the production activity 

 

Production costs include the cost of raw materials, supplies of fuel, electricity, tool-kits, components, semi-

finished products, work uniforms for the production cycle, labor costs of personnel involved in production 

processes, depreciation charges of fixed assets under operation and of production importance, as well as 

depreciation charges of intangible assets under operation, costs incurred for fixed assets and intangible assets. 

 Production costs are recorded per the following account codes: 

811 “Main Production”; 812 “Ancillary production”; 813 “Indirect production costs”; 814 “Construction 

(generation) costs of non-current tangible assets” and 815 “Research and development costs”. 

Administrative costs include remuneration expenses of the management staff, accumulative payments made 

by the employer for that staff within the framework of the voluntary cumulative pension scheme in 

accordance with the procedure of the RA legislation, travel expenses, maintenance costs of transportation 

and inventory, depreciation charges of fixed assets that have non-production (general economic) significance, 

expenses incurred for those fixed assets, representative costs, litigation expenses, audit, accounting, 

                                                           
RA Tax Code, Article 4, point 1(28) 
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consulting and other service costs of technical nature, qualification costs of human resources, labor attraction 

costs, office, telecommunication (telephone, post, telegram and other similar) costs. 

Administrative costs are recorded per the following account codes: 

713 “Administrative costs” the first category account that is intended for generalization of the information 

on administrative expenses. 

Sales costs include  costs related to supply of goods, performance of work or rendering of services: 

packaging, storage, loading, transportation, handling, escort, advertising and marketing. 

Sales costs are recorded per the following account codes: 

712 “Sales costs” the first category account that is intended for generalization of the information on sale of 

the product, goods, work, services. 

Other non-production costs are considered, in particular, the costs of accepting the work in relation to 

invention, rationalizing work, research, design-experimental or receiving services; depreciation charges of 

fixed assets not being under operation but of production significance, as well as depreciation charges of 

intangible assets not being under operation, as well as costs incurred for those fixed assets and intangible 

assets. 

Other non-production costs are recorded per different first category accounts, depending on the essence 

of the transaction. For example, 714 “Other operational expenses”; 729 “Other expenses”, etc. 

Financial expenses are considered, in particular, interests on loans and borrowings (including, interests 

accrued under leasing (for types of leases) agreements), expenses on obtaining loans and borrowing 

(including expenses related to execution of lease (for types of leases) agreements, expenses in relation to 

issuance and distribution of securities. 

Financial expenses are recorded by 727 “Financial expenses” first category account. 

In compliance with the RA Tax Code, to determine the taxation base of the profit taxpayer, the following 

shall be made: 

 Production costs are reduced in proportion to the sale of the product in the amount related to the sold 

product; 

 Administrative expenses, sale expenses, other non-production expenses are deducted from gross income 

during the tax year to which they relate; 

 Financial expenses are deducted from gross income during the tax year to which they relate, except for 

the cases defined by the legislation regulating accounting when they are included (capitalized) in the 

historical cost of an asset. Financial expenses that are attributable to the acquisition, construction or 

production of a qualifying asset shall be capitalized by an entity as part of the cost of that asset and shall 

be deducted in compliance with the rules defined by the Code for that asset. For example, an organization 

uses a loan to build a building, the construction of which lasts for 5 years. During those 5 years, prior to 

the commissioning of the building, interests paid on the loan received are not considered an expense, 

instead they are capitaliz]ed and are included in the historical cost of the building. 
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Depending on the circumstances, inventories, items of property, plant and equipment and intangible assets 

can be qualifying assets. At the same time, it is worth noting that in order to determine the taxation base, the 

Code provides for certain restrictions in relation to deductions of financial expenses from gross income. 

Below are examples of the most common production costs, as well as certain peculiarities set forth by the 

RA Tax Code in terms of calculation and documentation thereof. 

1. Costs of materials and supplies 
Accounting of materials and supplies – inventories- is carried out in compliance with International 

Accounting Standard IAS 2 (hereafter referred to IAS 2). Inventories are assets: 

a) held for sale in the ordinary course of business; 

b) in the process of production for such sale; or 

c) in the form of materials or supplies to be consumed in the production process or in the rendering of 

services. 

Table 6․ Inventories 

 

Biological assets related to agricultural activity and agricultural produce at the point of harvest are not 

considered inventories. For example, plants, harvested vegetables, animals, animal fur, milk, etc. 

Production costs are deducted from gross income in proportion to the supply of those goods2. 

                                                           
2 RA Tax Code, Article 121 
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2. Remuneration of the production staff and payments equal thereto  

Remuneration costs of the personnel involved in the production processes are included in the production 

costs.  

The list of remuneration and other payments equivalent thereto is defined by joint order of the Chairman of 

the RA SRC (14.09.2018, N561-N), the RA Minister of Finance (10.09.2018, N416-N) and the RA Minister 

of Labor and Social Affairs (05.10.2018, N107-N) On Approval of the List of Remuneration and other 

Payments Equivalent thereto (https://www.arlis.am/DocumentView.aspx?docID=126230). Salary and other 

payments equivalent thereto include:  

1. Payroll (the basic salary, additional remuneration): 

a. Remuneration for overtime work; 

b. Remuneration for night-time work; 

c. Remuneration for work on week-ends and on non-working (holidays and memorial days) days. 

d. premiums, additions, additional payments and bonuses (regardless of payment frequency and sources 

of funding); 

e. lump sums from the remuneration fund (except for the amounts of compensation provided for in the 

cases defined by the RA legislation, including the amounts of benefits for temporary unemployment, 

maternity leave benefits, assistance amounts, as well as the amounts paid for social needs of the hired 

employees). 

f. payment for the idle period, including the salary paid for the forced idleness in case of recovery in a 

previous job  

g. payment to employees participating in a legal strike; 

h. payment for special and additional break; 

i. remuneration in case of increase in workload; 

j. payment for the time spent on a health examination (if the employee's health examination is mandatory 

and due to the nature of the work). 

2. Amounts of leave: annual (e.g., minimum, extended, additional) and targeted paid leave (paid for 

educational, state or public service), as well as compensation/reimbursement for unused leave when 

terminating an employment contract -termination of an individual legal act on employment. 

3. Remuneration on the copyright -except for royalties defined by Article 4, Part 1, Clause 34 of the Code. 

https://www.arlis.am/DocumentView.aspx?docID=126230
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3. Costs in relation to depreciation charges of fixed assets and amortization 

charges of intangible assets. 

Property, plant and equipment*: Production costs include depreciation charges of items of property, plant 

and equipment (hereafter referred to as PPE) of production significance and amortization charges of 

intangible assets owned by the taxpayer or leased (types of leases)3. 

*Note: In terms of this Manual, the term fixed assets is sometimes used instead of the term property, plant and equipment.  

In compliance with Article 4 of the RA Tax Code, a fixed asset is an item of PPE and the investment property 

defined by corresponding international standards of accounting. 

To classify an item of PPE there is no restriction in value, moreover, it shall be tangible, shall be available 

and shall be possessed by the entity under the ownership, it shall be intended for the operation of the entity 

and shall not be held for sale, but for use for more than one year. 

The cost of an item of PPE shall be recognized as an asset if, and only if:  

(a) it is probable that future economic benefits associated with the item will flow to the entity; and  

(b) the cost of the item can be measured reliably. 

ILLUSTRATIVE EXAMPLE 1 

The company has built an artificial lake, which it possesses under the ownership, where the company grows 

fish: 

1. Corresponding settlement documents are available and the cost of the artificial lake can be measured 

reliably; 

2. The artificial lake is operated by the company. 

It is probable that future economic benefits associated with this item will flow to the company as a result of 

the operation of this lake. The artificial lake is recognized by the company as an item of PPE. 

ILLUSTRATIVE EXAMPLE 2 

The company has built an artificial lake in the city park, which does not belong to it under. The lake is 

decorative. It is not controlled by the company, therefore, the company can not restrict the use of it by other 

people (for example, swimming in it, traveling by boat). The flow of economic benefits to the company is not 

probable as a result of the operation of this lake. In this example, the artificial lake is not recognized as an 

item of PPE by the company.  

The cost of an item of property, plant and equipment comprises:  

(a) its purchase price, including import duties and non-refundable taxes, when determining the purchase 

price trade discounts and rebates are deducted;  

(b) insurances costs; 

(c) payments for legal and brokerage services; 

                                                           
3 If the lease (types of leases) agreement stipulates that upon or before expiration of the contract, the ownership of the 

leased property may pass to the lessee. RA Tax Code, Article 121 
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(d) any costs directly attributable to bringing the asset to the location and condition necessary for it to 

be capable of operating in the manner intended by management. These costs comprise, in particular: 

- transportation costs; 

- initial delivery and handling costs; 

- costs of site preparation   

- remuneration costs; 

- installation and assembly costs;  

- professional fees; 

- costs of testing whether the asset is functioning properly. 
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Items of PPE are recorded in the following accounts: 

Table 7․ Accounts of items of property, plant and equipment 

 

 

 

In terms of tax accounting, depreciation of an item PPE is calculated per the straight-line method of 

depreciation, that is, through systematic allocation of the historical cost over its depreciation (amortization) 

period. The following is the calculation formula of an item of PPE per the straight-line method of 

depreciation: 

Historical cost 
= 

Depreciation amount 

(amortization) Depreciation period 

Expenses in the amount of historical cost of fixed assets in the amount of up to AMD 50,000 (inclusive) is 

fully deducted from gross income during the tax year of acquisition of those fixed assets. 
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Depreciation periods of items of PPE are determined by the profit taxpayer in accordance with the accounting 

policy, but not less than the minimum depreciation period for the given group of PPE. 

Table 8․Depreciation periods of items of property, plant and equipment 

Line Groups of property, plant and equipment 

Minimum period 

of amortization 

(year) 

1 

Buildings, constructions, linear engineering infrastructures considered as a unit of 

immovable property (power transmission and communication systems (including 

overhead և underground cable lines) and their pillars, gas pipes and water supply systems, 

irrigation systems, water reservoirs), other than the items specified in line 2 

20 

2 Buildings of hotels, boarding houses, rest houses, sanatoriums, educational institutions  10 

3 Production equipment 5 

4 Production lines, robotics 3 

5 Computers, computer hardware, communication equipment  1 

6 
Other fixed assets (including, working livestock, perennial seedlings, capital 

improvements for land improvement) 
8 

For the purpose of classifying items of PPE per groups, it should be guided by the classifier approved by 

Decision No 875-N of the RA Minister of Economy, dated 19.09.2013 “On approving the "Classification of 

products per the Classifier of Activity Types" of the RA Technical-Economic and Social Information, and 

on Recognizing Void Order N 772-N of the RA Minister of Economy of 11 October 2011. 

The Code also provides for the possibility of accelerated depreciation4, in particular;  

1. The minimum depreciation/amortization periods of the following fixed assets (constructed, 

processed) imported or acquired shall be defined at the discretion of resident taxpayers, but not less 

than one year: 

- within the framework of investment programs of organizations and individual entrepreneurs chosen 

by the RA Government Decree N 1225-N, dated 05.10.2017; 

-  being included in the list defined within the framework of the business plans approved by the RA 

Government Decree No 12345-N, dated 05.10.2017 and defined by Article 127 (1) of the Code ;  

2. From 01 July 2020 to 31 December 2021, the minimum depreciation/amortization period of fixed 

assets imported or acquired (constructed, processed) is determined at the discretion of the taxpayer, 

but not less than one year. 

Amortization expenses for intangible assets   

In the meaning of the Code, an intangible asset is asset that is deprived of material content, except for cash, 

financial asset and goodwill.  

                                                           
4 RA Tax Code, Article 121, point 2 
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Some intangible assets may be contained in or on a tangible asset. In the case when an intangible asset is an 

integral part of a tangible asset without which that tangible asset cannot operate, the intangible asset and the 

tangible asset are recognized together as items of PPE. 

ILLUSTTRATIVE EXAMPLE 

The company has acquired a PC with an operating system software. In this case, the software is considered 

a fixed asset, since that software is an integral part of the PC and cannot work without that software. 

Where an intangible asset is not part of a tangible asset, it is recognized as an intangible asset. 

The cost of an intangible asset shall comprise: 

  Its purchase price, including import duties and non-refundable purchases taxes, after deducting trade 

discounts and rebates, and  

 Any directly attributable cost of preparing the asset for its intended use. 

An intangible asset is subject to amortization when it is available for use, is in the location and condition that 

is necessary for it to be capable of operating in the manner intended by the management. The amortization 

calculation for an intangible asset ceases when it is disposed of or derecognized. 

Expenses in the amount of the historical cost of intangible assets up to AMD 50,000 (inclusive) are fully 

deducted from gross income in the tax year of acquisition of those intangible assets. 

Amortization charge for each unit of intangible asset in excess of AMD 50,000 historical cost is calculated 

over the tax year as the ratio of the cost of the intangible asset to amortization periods determined for 

intangible assets per the requirements of the RA Tax Code, in the procedure described for calculation of 

amortization of fixed assets. 

The amortization period of intangible assets is determined by the profit taxpayer based on their possible 

useful lives. In case of impossibility to determine these periods, the minimum amortization period of 

intangible assets is determined 10 years, but not more than the term of the activity of the profit taxpayer. 

The amortization period of an intangible asset arising from a contractual or other legally enforceable rights 

may not exceed the term of a contractual or other legally enforceable rights. 

ILLUSTRATIVE EXAMPLE 

The company received a natural resources extraction license for 10 years, for which the company spent AMD 

20.0 million. 

AMD 20.0 million spent by the Company for obtaining a license is considered as the historical cost of the 

intangible asset (license) and is carried at in production costs through amortization charges for 10 years 

(starting from the 1-st of the month following the day of receiving the license). 

4. Costs incurred for fixed assets and intangible assets  

Production costs include costs incurred on items of PPE of production importance and intangible assets 

possessed by the taxpayer under the ownership or provided as a lease5. 

                                                           
5 RA Tax Code, Article 121 
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If the expenditure made for the item of PPE and an intangible asset (including, taken under operating lease 

or financial lease (of various types) or under gratuitous use) exceeds 5% of the historical cost of an item of 

PPE and an intangible asset (in case of revaluation carried out in accordance with the law, the revalued 

amount), that expenditure is considered capital expenditure and is added to the carrying amount of the given 

item of PPE and the intangible asset as of the 1-st day of the month when the expenditure was made; 

or  

If during the tax year the sum of certain expenditure not exceeding 5% of the historical cost of an item of 

PPE and an intangible asset (in case of revaluation carried out in accordance with the law, the revalued 

amount) that was made for an item of PPE and an intangible asset, exceeds 15% of the historical cost of an 

item of PPE and an intangible asset (in case of revaluation carried out in accordance with the law, the revalued 

amount), the exceeding part is considered to be capital expenditure and is added to the carrying amount of 

the given item of PPE and the intangible asset as of the 1-st day of the month when the expenditure was 

exceeded. Expenditure up to 15% is considered current expenses. 

Current expenses made for items of PPE (including, taken under operating lease or financial lease (of various 

types) or under gratuitous use) for the purposes of determination of the taxation base are deducted from gross 

income in the tax year when they were made. 

However, it is worth noting that in the case of production fixed assets, current expenses are reduced in line 

with product sales. 

Expenditure made for the item PPE and intangible asset is considered current expenses in case it is not 

considered capital costs. 

 

From the month of adding capital costs to the carrying amount of an intangible asset, the given intangible 

asset is amortized over the residual amortization period. 

In case of adding capital costs to the carrying amount of the item of PPE, the given item of PPE is amortized 

from that month: 

a) in the remaining period of amortization (including, in the case when the amortization period of the fixed 

asset has been selected by the profit taxpayer in the procedure defined by the RA Tax Code), if the capital 

costs/expenditure made on the fixed asset during the given month do not exceed the carrying amount of 

the given fixed asset as of 01 January of the tax year of their occurrence, while in case the fixed asset is 

acquired after 01 January of the tax year, the historical cost thereof; 

b) in the remaining period of amortization period (including, in the case when the amortization period of the 

fixed asset has been selected by the profit taxpayer in the procedure defined by the RA Tax Code), but 

not less than the minimum amortization period specified by the Code for the fixed asset, provided that the 

following conditions are met at the same time: 
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 capital cost/expenditure on the given fixed asset during the given month exceed the carrying amount 

of the fixed asset as of 01 January of the tax year, when the expenditure was made, and if the fixed 

asset is acquired after 01 January of the tax year, the historical cost;  

 if the minimum amortization period defined by the Code for the given fixed asset is less than 8 years. 

This point applies only to the following groups of fixed assets: 

 production equipment for which the minimum amortization period defined by the Code is 5 years; 

 production lines, robotics for which the minimum amortization period defined by the Code is 3 years; 

 computers, computer hardware, communication equipment for which the minimum amortization period 

defined by the Code is 1year. 

c) in the remaining period of depreciation period (including, the case when the depreciation period for the 

fixed asset has been selected by the profit taxpayer, in the procedure defined by the Code), but not less 

than eight years prescribed, in case at the same time the following conditions are met: 

 the capital expenditure made on that fixed asset during the given month exceed the carrying amount 

of that fixed asset as of 01 January of the tax year when the expenditure was made, or the historical 

cost in the case when the fixed asset was acquired after 01 January of the tax year, and 

 provided that the minimum depreciation period prescribed for that fixed asset by the Code is eight 

years or more.  

This point is applicable only for the following groups of fixed assets: 

 buildings, constructions, linear engineering infrastructures considered as a unit of immovable property 

(power transmission and communication systems (including overhead և underground cable lines) and 

their pillars, water supply and waste water systems, pipelines and heating systems, irrigation systems 

and water reservoirs, except for those mentioned in the paragraph below, for which the minimum 

depreciation period defined by the Code is 20 years; 

 buildings of hotels, boarding houses, rest houses, sanatoriums, educational institutions, for which the 

minimum depreciation period defined by the Code is 10 years; 

 other items of PPE (including, livestock and perennial seedlings), for which the minimum 

depreciation period defined by the Code is 8 years. 

Capital costs/expenditure on fixed assets not subject to amortization (for example, land) are amortized over 

the minimum depreciation period set forth by the Code for other fixed assets - 8 years. 

There are separate arrangements intended for expenses incurred in relation to fixed assets and intangible 

assets taken under operating lease or financial lease (various types) or taken under gratuitous use6, as follows: 

1) for the purpose of classifying expenses made on a fixed asset or an intangible asset as capital expenditure 

or current expenses, historical cost and carrying amount of fixed assets and intangible assets taken under 

operating lease or financial lease (various types) or under gratuitous use shall be deemed to be the 

historical cost or carrying amount recorded at the lessor or provider for gratuitous use, respectively the 

                                                           
6 RA Tax Code, Article 121, point 3 (2) 



 
 

 
 

 

18 
 

historical cost or carrying amount, that are specified in the corresponding act or contract or handover-

acceptance document. In case of absence of the historical cost or carrying amount in those documents, 

those values are deemed to be zero; 

2) for the purpose of amortization of capital expenditure made on fixed assets and intangible assets taken 

under operating lease or financial lease or under gratuitous use, the minimum amortization period 

prescribed by the Code shall be accepted as the minimum amortization period, and the remaining 

amortization period recorded at the lessor or at the provider for gratuitous use is accepted as the remaining 

amortization period that is specified in an appropriate act or a contract or a handover-acceptance 

document. In case of absence of the residual amortization period in them, the minimum period defined by 

the Code for separate groups of items of PPE is accepted as residual amortization period.  

3) capital expenditure/cost made on fixed assets and intangible assets taken on operating lease or financial 

lease or under gratuitous use are deducted from the gross income in the case where the obligation of 

making those expenses rests with the lessee or the user upon a relevant act or contract 

4) in the case of rescission and/or actual termination of the contract on operating lease or financial lease or 

gratuitous use, the non-amortized balance of the capital expenditure is not subject to deduction from the 

gross income of the lessee or user, except for the cases where the lessee or user disposes against 

compensation the non-amortized balance of the capital expenditure to the lessor or the person who 

provided the fixed asset or intangible asset for use. 

5. Other production costs 

In addition to the main types of production costs listed above, the following costs can also be considered as 

production costs, depending on the nature of production and the significance of those costs. 

5.1.Lease payments  

Lease payments for movable or immovable property that are used directly in the production process 

are treated as production costs. For example, if a clothing company leases an area where the workshop is 

located, then the payments made for the lease of that area during the reporting period are accounted for as a 

production costs rather than an administrative expense. 

The Code provides for certain peculiarities for leasing of buildings, constructions (including, unfinished, 

semi-constructed), residential or other premises, transactions providing land parcels under lease or taken for 

gratuitous use. 

Thus, the expense for these transactions is accepted in the amount not less than 2.5 percent of the tax base of 

the tax of immovable property for those buildings, constructions, other premises7 and in case of the absence 

thereof — of the tax base corresponding to the specific weight of the area transferred for lease or for 

gratuitous use in the total area of the immovable property taxable object, calculated on an annual basis.  

During the reporting period, in case of the provision of the property for lease or for gratuitous use and/or 

termination of the right to lease or to gratuitous use of that property, expense with respect to these transactions 

in the reporting period is accepted as a product of the specified expense and the portion (specific weight) of 

                                                           
R Tax Code, Article 228
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the days of the provision of the property for lease or for gratuitous use during the reporting period within the 

days included in the given reporting period. 

Issues related to tax accounting of leased movable and immovable property are addressed in the following 

subsection8. 

 

ILLUSTRATIVE EXAMPLE 

A company rented a building for which it paid the landlord 100 units; the same building was leased out to 

another company for 80 units under sub-lease contract. The difference between these amounts, 100-80 = 20 

points, is not considered an expense in terms of profit tax calculation. 

5.2. Maintenance costs 

Maintenance costs are usually considered administrative costs for both accounting and tax purposes. 

They are recognized as an expense in the reporting period. However, there are production processes that 

assume maintenance (aging) of the product as part of the production process; if this is the case such 

maintenance costs should be considered as an element of production costs. Such production processes include 

dried fruit production, winemaking, brandy production, etc.  

 

 

ILLUSTRATIVE EXAMPLE 

In the process of brandy production, maintenance (aging) of alcohol is a mandatory part of the production 

process, it lasts at least 3 years. This production process is carried out in stages. The end result of each stage 

is a semi-finished product (work in progress) for the next stage. Therefore, production costs of brandy are 

calculated according to the costs incurred in separate stages. 

Final production costs are generated from sum of the costs incurred in the stages of raw material processing, 

alcohol aging, bottling, and issuance stage of ultimate product. Also, since the aging (maintenance) process 

of alcohol is a mandatory technological component of brandy production, maintenance costs of alcohol are 

included in the production costs.  

                                                           
8 RA Tax Code, Article 115 
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Production costs of brandy per stages: 

 Table 9․ Production costs 

Costs per stages Direct costs Indirect costs Total 

Brandy alcohol production stage  6 800 1 050 7 850 

Costs for materials and supplies 5 000  5 000 

Remuneration 1 500 700 2 200 

Amortization  200 200 

Other costs 300 150 450 

Maintenance (aging) stage 690 305 995 

Costs for materials and supplies 400  400 

Remuneration 40 25 65 

Amortization  180 180 

Other costs 250 100 350 

Bottling stage 2650 1 200 3 850 

Costs for materials and supplies 1 500  1 500 

Remuneration 650 350 1 000 

Amortization  600 600 

Other costs 500 250 750 

Total costs 10 140 2 555 12 695 

5.3. Technological losses 

The Code sets out certain peculiarities for recognizing technological losses as a deductible expense9. 

Hence, the following shall be deemed technological losses of property 

: 

1) the part of the consumption rate for raw materials, materials and supplies, parts and/or components defined 

by the profit taxpayer for the production (assembly, preparation) of a product unit, which has lost its 

qualitative features due to the technology used in the production (assembly, preparation) process; 

2) faulty products, in the amount of the rate defined by the profit taxpayer; 

3) technological losses defined by the legislation or the authorized body of the Government: 

 technological losses of property must be documentary supported; 

 technological loss is deducted from gross income as a cost element of materials and supplies in 

proportion to the product sales. 

For the purpose of determining the tax base, technological losses are reduced from the gross income if 

the requirements defined by the RA Government Decree N1261-N, dated 05.10.2017 were followed, as well 

as if: 

1) the costs of raw materials, supplies, parts or units are justified by initial accounting documents, and/or, 

in the defined procedure, based on the inventory taking results, it is justified that the balances accounted 

for per the property documents exceed the actual balances and that those technological losses are 

stipulated by technological processes; technological losses for each type of property (in particular, raw 

materials, semi-finished products, finished products, goods) are determined separately and are 

                                                           
9 RA Tax Code, Article 122 
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substantiated by the documents characterizing the technological process drafted by the taxpayer and by 

the act or protocol recording the amount of actual loss. Technological losses defined by the RA legislation 

or the authorized body of the RA Government are substantiated by an act or protocol recording the 

amount of the actual loss drawn up by the taxpayer; 

2) the occurrence of the defect is conditioned by technological processes and is substantiated by an act or 

protocol characterizing the defects of the property drawn up by the taxpayer 

A defective product is the one that does not meet the required standards, norms, drawings or specifications. 

There are two types of defective product: 

 Correctable, technically possible and cost-effective to correct; 

 

 Final, technically impossible and economically unprofitable to correct deficiencies. 

 

In case there is no  norm of technological loss substantiated by the document or exceeding any norm, the 

corresponding losses are deducted from gross income: 

a. In case of full or partial compensation of the loss by the person performing/causing the damage, in 

the tax year of full or partial compensation of the loss; 

b. In case of making a decision on suspending or terminating the criminal case by the preliminary 

investigation body after not finding out the performer of the damage, in the tax year of making that 

decision; 

c. In case the court adopts a judicial act recognizing the person causing the damage guilty or non-guilty, 

in the tax year when that act became effective. 

The procedure for documenting technological losses of property is defined by the decree of the Government 

of the Republic of Armenia (https://www.arlis.am/documentview.aspx?docID=116485). 

ILLUSTRATIVE EXAMPLE 

An economic entity dealing with the production of butter has set the rate of technological loss of milk for 

production at 10%. However, in 2021 at the end of the reporting year, it turned out that the loss was 15% - 

600 units. The technological loss incurred during the given tax year that corresponded to the cost of 10% of 

milk - 400 units, is included in the production costs for the production of butter and is deducted from gross 

income in proportion to the disposal of butter. The company identifies the person who caused the damage, 

https://www.arlis.am/documentview.aspx?docID=116485
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and who agrees to compensate the damage in installments within 3 years: 100 units in the first year, 50 in 

the following years. Each year, the entity makes deduction from gross income in the amount of compensation 

made by the person who caused the damage as other actual loss. At the same time, the same amount is 

included in the gross income as income received. In the year 2021- income - 100 units and expense 100 units, 

in the year 2022 and 2023, each year, income – 50 units and expense 50 units. 
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PART 2. Accounting of production costs 

Accounting of production costs is carried out by Class 8 Accounts of Managerial Accounting. Class 8 

consists of two groups: 81 and 82. 

Table 10․ Accounts of Managerial Accounting 

  

1) Production Cost 

 

 

Expenses made for production are accounted for in Group Production costs: 
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2) Construction  Cost of Non-current Assets

 

Construction (generation, installation) costs, as well as subsequently capitalized costs made for fixed assets 

and for other current assets are accounted for in Group Construction (generation) costs of non-current assets. 
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PART 3. Documentation of Production Costs 

Requirements for keeping documentation of an economic activity by economic entities are defined by 

law. According to the Code, the taxpayer is obliged to ensure maintenance of documents necessary for 

calculation of the tax base, submission of tax calculations, as well as documents substantiating the amount 

of income or expenses incurred, the amount of taxes paid (withheld). 

 

In compliance with the RA Law on Accounting, all entities are obligated to maintain accounting and 

accounting records are made on the basis of initial documents. 

The economic entity records the fact of performing financial and economic operations based on initial 

accounting documents. Initial accounting documents can be conditionally divided into two parts:  

 Internal accounting documents are documents maintained between internal divisions of the 

organization, that are the source for recording execution of transactions, occurrence of other events and 

circumstances. Depending on the nature of the activity carried out by the economic entity, types of internal 

documents can be defined, as follows: 

1) a dispatch note for inventory transfer from the warehouse to the production factory, an act of the raw 

materials used, which substantiate the consumption of materials and supplies incurred in the 

production process; 

2) acts on the use of unfinished products, semi-finished products, energy carriers of own production; 

3) time-sheets substantiating the part of salary expenses and equivalent payments thereof included in the 

production costs; 

4) acts, statements verifying the costs made for the issued finished goods and work in 

progress/unfinished products, as well as for raw materials, parts, spare parts, labor costs used for those 

products; 

5) Acts on repairing costs, as well as operation and maintenance costs of fixed assets; 

6) in case of generation of different types of products with the same production equipment, a statement 

on the time spent for each type of product, etc; 

 External initial accounting documents are documents kept with other organizations, institutions, 

individuals, for example, tax invoice for supply of raw materials, tax payment receipts, etc. External initial 

accounting documents substantiate acquisition of raw materials, supplies, services rendered, work 

performed, etc., acquisition of the right to receive income from the supply of goods, performance of work 

or rendering of services, transportation of goods, etc. 

In substance, internal and external initial accounting documents are tightly connected with each other. In 

this regard, it is worth noting that attribution of external acquisitions to production costs shall be made 

based on internal initial accounting documents. 

Initial accounting documents are developed and recorded in accounting ledgers; based on this information 

corresponding financial statements and tax calculations are generated.  
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For the purpose of calculating production costs, initial accounting documents are taken as the basis, in 

particular: 

1) Acquisition documents of raw materials, products – a tax invoice, a tax bill, a cash register machine 

(CRM) receipt , including an electronic cash register machine receipt (valid if there is a tax identification 

number of the purchaser, organization accepting the work or receiving the service, an individual 

entrepreneur or a notary), handover-acceptance act, documents certifying payment of import taxes and 

duties or bank statement where corresponding payments are reflected. It should be taken into account 

that among taxes and duties paid, only non-refundable taxes by the tax authority can be included in the 

production costs; 

2) The document substantiating the cost of fixed assets – a tax invoice, a tax bill, a CRM receipt, a 

handover-acceptance act on operation of fixed assets, a property registration card of fixed assets, as well 

as the decision or the order on amortization periods defined by the organization; 

3) Documents verifying transportation, loading-unloading and other costs made in the production process 

that are necessary for bringing the finished product to the warehouse; 

4) Documents received for electricity, water consumption, and other utility costs consumed in the 

production factory – a tax invoice, an invoice, a CRM receipt; 

5) Timesheets (settlement and payment documents) drawn up for employee salaries and other payments 

equivalent thereto; 

6) Protocols on inventory taking of finished goods and work in progress, etc. 

Initial accounting documents that are the basis for tax calculations are clearly defined by the RA Tax Code. 

Moreover, the Tax Code provides also for templates for tax calculations and the obligatory data to be 

completed therein10.  

In terms of accurate calculation of taxes, from initial accounting documents, the most significant documents 

are the supporting documents of expenses. In terms of profit tax calculation, only the costs justified by the 

supporting documents are deducted from gross income subject to taxation. Costs are justified by the 

settlement documents issued by the organization meeting the requirements set forth by the Code, in particular: 

a) with regard to acquisition of goods, performance of work and/or rendering of services, the costs are 

justified by the following settlement documents:  

 tax invoice; 

 adjusting tax invoice; 

 tax bill; 

 adjusting tax bill; 

 CRM receipt including e-receipt of e-CRM (valid if there is a tax identification number of the 

purchaser, organization accepting the work or receiving the service, an individual entrepreneur or 

a notary). 

b) transactions (including, calculation of remuneration of employees, payment of local and state taxes, duties, 

fees or other payments set forth by the Code) not deemed to be supply of goods, performance of work or 

                                                           
10 RA Tax Code, Article 55 
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rendering (or receipt) of service, as well as costs for services rendered by settlement and payment 

organizations, in case those costs were justified by other documents not considered settlement document. 

c) work accepted or services rendered within the scope of civil and legal contracts executed with individuals, 

expenses for agricultural product obtained from individuals not being individual entrepreneurs but dealing 

with production of agricultural products, property acquired from individuals or used under leasing (in case 

that individual is not an individual entrepreneurs or a notary), as well as expenses for goods acquired, 

work accepted or services received from a non-resident organization not having registration of permanent 

establishment in the RA or from a non-resident individual, as well as costs incurred with regard to the 

invested property in the chartered (shareholding) capital may be documented in the form of other 

documents not being settlement documents. 

In the light of the aforementioned, it is worth noting that more detailed outline on the procedure for 

documenting acquisitions from non-resident organizations with no permanent establishment registered in 

the Republic of Armenia is presented in Tax Manual on Commercial Activity (trading) developed within 

the scope of Support to Tax Administration and Policy Leadership (STAPL) Project implemented by the 

World Bank in collaboration with the UK and Northern Ireland Government’s Good Governance Fund. 
Government’s Good Governance Fund 

Implemented by the World Bank in collaboration with the UK Government’s Good Governance Fund 
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SECTION 3 – CALCULATION OF COST OF THE ISSUED 

PRODUCT 

This Section addresses peculiarities of accounting of production costs, as well as deduction rules 

thereof from the gross income. 

One of the important indicators of production activity is the cost of production. Accurate cost accounting can 

help also in developing an accurate pricing policy. For this purpose, it is significant to choose the right 

methodology for determining the cost of the product. Expenses incurred for production of the given product 

are considered the cost of the issued product, in monetary expression. 

Calculation of the cost of the product is a sophisticated process during which it is too significant to accurately 

collect and summarize costs, to differentiate them between direct and indirect costs, to take into consideration 

the work in progress, to calculate deviations form the defined standards and to select the right methodology 

for the cost calculation. 

Organizations should independently determine the methodology for calculating the cost of the product, which 

may be reflected in the accounting policy or in the internal legal act of the organization.  

Selection of the methodology is made based on the specifics of the production process, the nature of the 

product produced and other factors. 

The cost of a product includes acquisition cost of inventories (e.g., goods, raw materials, materials and 

supplies, electric energy, fixed assets) used during the production, the cost of labor resources, work and 

services, as well as other costs associated with production and sales. Moreover, it is worth noting the 

following: 

 The costs of purchase of inventories comprise the purchase price, import duties and other taxes (other 

than those subsequently recoverable by the entity from the taxing authorities), and transport, handling 

and other costs directly attributable to the acquisition of finished goods, materials and services. Trade 

discounts, rebates and other similar items are deducted in determining the costs of purchase; 

 The costs of conversion of inventories include costs directly related to the units of production, such as 

direct labor, fixed and variable production overhead costs incurred in production (processing) of finished 

goods, which are periodically allocated to the finished goods. In practice, production process may result 

in more than one product being produced simultaneously. This is the case, for example, when joint 

products are produced or when there is a main product and a by-product. When the costs of conversion 

of each product are not separately identifiable, they are allocated between the products on a rational and 

consistent basis. Most by-products, by their nature, are immaterial. When this is the case, they are often 

measured at net realizable value and this value is deducted from the cost of the main product. As a result, 

the carrying amount of the main product is not materially different from its cost, since mainly the by-

products are immaterial. However, another approach may be used to regard the revenue from the sale of 

a by-product as net profit; 

 Other costs are the additional costs that are made for acquisition, conversion and sale of inventories. 

Other costs are divided into two groups: costs included in the cost of inventories and costs excluded from 

the cost of inventories. Other costs are included in the cost of inventories only to the extent that they are 

incurred in bringing the inventories to their present location and condition.  
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 Technological losses should be substantiated and approved. Technological losses are documented by the 

document drafted by a taxpayer on describing the technological process, as well as the report on 

consumption of materials and supplies or by the act or protocol stating the amount of actual loss. These 

documents (a report or an act or a protocol, a list of inventory taking or a comparative informative bulletin 

on inventory taking results, a handover-acceptance act or a settlement document) are signed by the 

taxpayer, other organizations (individual entrepreneurs) or by the head of state bodies or the official 

replacing the latter (and in the case of an individual entrepreneur, that individual entrepreneur) or by a 

person authorized (in writing or ex officio) by the latter; 

 The natural losses incurred as a result of decrease in weight, size, volume and/or quantity of the property 

during the maintenance or transportation thereof conditioned by the influence of physicochemical, 

mechanical or biological factors that incur in the process of production of goods before a further 

production stage. 

 

More detailed information on natural and technological losses can be found on the following link: 

https://wiki.taxservice.am/guide/18#23 

The following items are not included in the cost of the product:  

 costs exceeding the specified norms of technological losses; 

 maintenance costs that are not necessary in the direct production process before a further production 

stage; 

 administrative overheads that do not contribute to bringing inventories to their present location and condition 

 selling costs. 

Table 11․Cost of the product 

https://wiki.taxservice.am/guide/18#23
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PART 1. Attribution of Costs Directly Related to the Production to the 

Cost of the Issued Product  

In terms of costs to be included in the cost of a product, they are divided into direct and indirect costs. 

Direct costs are directly attributable to the production, thus they do not require other classification. In terms 

of indirect costs, it is worth noting that there are different methods for attributing those costs to the cost of a 

product. The method of assigning indirect costs should be chosen based on the production technology of the 

given product, peculiarities of the production process, as well as it should be the most reasonable option for 

the given product. 

The concepts of direct and indirect costs are more detailed in Section 2 of this Manual. The following 

examples show the procedure for calculating the cost of a product, as well as the methods of assigning indirect 

costs. 

It should be noted that in practice there are various methods of cost allocation, hence, within the framework 

of this Manual it was not possible to cover all of them. However, an attempt has been made to illustrate the 

most reasonable allocation methods. Moreover, it should be noted that if, in practice, there are more 

reasonable allocation methods than the ones addressed in this Manual, those methods can be used. 

At the same time, we would like to specify that in in order to have a more accurate cost of a product, the 

production should maintain accounting for direct and indirect costs. 

1. Calculation of Materials and Supplies Directly Related to the Production and 

Attributable to the Cost of a Product  

Calculation of the consumed materials and supplies directly related to the production and attributable to the 

product is carried out on the basis of the drafted internal initial documents (act on costs made for issuance of 

a product, informative bulletin, etc.) and the defined norms (for calculation of technological losses). The cost 

of a product is calculated per the following methods: 

 

 Normative  

When determining the normative cost of a product, the design, technical, technological and financial 

information is used. When identifying the norms for the consumed materials and supplies, the quality of the 

material, as well as technological losses and other objective factors having impact on that consumption are 

considered. At the same time, in calculating the materials and supplies to be consumed, the norms established 

are taken as a basis and with consideration the deviations for the standard norms, an adjustment of the 

normative cost is made. 

ILLUSTRATIVE EXAMPLE 

"Curtain" LLC is engaged in the production of blankets. In 2020, based on the design, technological and 

financial information, the company set the consumption norm for materials and supplies of production. 

According to this consumption norm, the following is used for one blanket: 
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Table 12․ Consumption norm of materials and supplies for the product 

N/N Name Measurement unit Quantity 

1 silk fabric meter 2,5 

2 lining meter 2,5 

3 syntepon kg 1,0 

4 fringe meter 9,9 

5 thread reel 0,1 

 

When calculating the cost of a blanket, the company considers the established norm as the basis that, in 

substance, corresponds to the data recorded as a result of the inventory taking. 

However, as a result of the inventory taking carried out by "Curtain" LLC for the reporting year 2021, it 

was revealed that in February of the given year, there are deviations from the established norms in terms 

of consumed materials and supplies. 

According to the results of the inventory taking, the actual consumption of materials and supplies during 

the given month (taking into account the cost of purchasing raw materials, materials and supplies) was 

amounted to: 

Case 1 (consumption less than the established norm) 

Table 13․Calculation of the consumed materials and supplies for the product  

N/N Name Measurement unit Price Quantity Amount 

1 silk fabric meter 5 000 2 10 000 

2 lining meter 1 300 2 2 600 

3 syntepon kg 1 600 1 1 600 

4 fringe meter 1 500 9,5 14 250 

5 thread reel 100 0.1 10 

Total direct consumption of materials and supplies 28 460 

According to the established norms, materials and supplies consumed for one blanket would have to be 

amounted: 5 000 x 2,5 + 1 300 x 2,5 + 1 600 x 1 + 1 500 x 9,9 + 100 x 0,1=12 500 + 3 250 + 1 600 + 14 

850 + 10 = AMD 32 210; however the actual consumption was amounted to AMD 28 460. 

In the case described, with consideration of deviations from the norm registered as a result of the inventory 

taking, the company makes adjustment of the normative cost. 

Considering that the company produced 50 blankets during the given month, it is necessary to give the 

following accounting entries: 

Dr 811 Main Production - AMD 1 423 000 (28 460 x 50) 

Cr 211 Materials and Supplies - AMD 1 423 000   
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Case 2 (exceeding the established norm) 

Table 14․ Calculation of the consumed materials and supplies for the product 

N/N Name Measurement unit Price Quantity Amount 

1 silk fabric meter 5 000 3 15 000 

2 lining meter 1 300 3 3 900 

3 syntepon kg 1 600 1,1 1 760 

4 fringe meter 1 500 10 15 000 

5 thread reel 100 0.1 10 

Total direct consumption of materials and supplies 35 670 

According to the established norms, materials and supplies consumed for one blanket would have to be 

amounted: 5 000 x 2,5 + 1 300 x 2.5 + 1 600 x 1 + 1 500 x 9,9 + 100 x 0,1 = 12 500 + 3 250 + 1 600 + 14 

850 + 10 = AMD 32 210; however the actual consumption was amounted to AMD 35 670. 

For the direct consumption of materials and supplies, the following accounting entries are made:  

Dr 811 Main Production - AMD 1 610 500 (32 210 x 50) 

Cr 211 Materials and Supplies - AMD 1 610 500.  

In this case, the technological loss made by the company in excess of the established norm is equal to AMD 

3,460 (32 210 (norm) – 35 670 (actual)). This technological loss is not included in the cost. In terms of 

accounting, it is recognized as an expense in the period in which it is incurred. 

The following accounting entries should be made for expenses in excess of the established norm: 

Dr 714 Operating costs - AMD 3 460 

Cr 811 Main Production - AMD 3 460.  

 

When calculating the actual cost of a product, the actual consumption of materials and supplies is calculated. 
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ILLUSTRATIVE EXAMPLE 

The actual consumption of materials and supplies for one blanket was calculated on the basis of the internal 

initial documents prepared by "Curtain" LLC (act on costs made for issuance of a product, informative 

bulletin, etc.). Taking into account the cost of purchasing raw materials and materials and supplies, it was 

amounted to:  

Table 15․ Calculation of the consumed materials and supplies for the product 

N/N Name Measurement unit Price Quantity Amount 

1 silk fabric meter 5 000 3 15 000 

2 lining meter 1 300 3 3 900 

3 syntepon kg 1 600 1,1 1 760 

4 fringe meter 1 500 10 15 000 

5 thread reel 100 0.1 10 

Total direct consumption of materials and supplies 35 670 

Taking into consideration that during the reporting period the company produced 50 blankets, the following 

accounting entries are made: 

Dr 811 Main production - AMD 1 783 500 (35 670 x 50) 

Cr 211 Materials and supplies - AMD 1 783 500.  

At the same time, the produced blankets were transported by the truck owed by the company to the 

warehouse of the company, for this transportation the truck was filled with 20 liters of gasoline. The cost 

of one liter of gasoline was AMD 330. Thus, the amount equal to AMD 6,600 was spent for transportation 

of blankets. 

As the vehicle has been used solely for production purposes, all costs incurred in connection with the 

vehicle are included in the cost of the product as indirect production costs. 

The following accounting entries are made for the fuel expenses:  

Dr 813 Indirect production costs - AMD 6 600  

Cr 211 Martials and supplies - AMD 6 600.  

In practice, the choice of cost formulas depends on organization of the production process, technological 

peculiarities, the nature of the product produced, and other factors. Production processes are usually of the 

following types: 

 Custom production 

This production process is based on individual orders. The cost of a special order is determined by 

calculating the specific costs incurred on the order. Due to the nature of the production, calculation of 

specific costs is realistic and gives a more accurate result. It should be mentioned that, the product of custom 

production is not ordinarily interchangeable, and the cost of the product that is not interchangeable is defined 

by specific costs. Products are interchangeable in case replacing, if replacing one with the other is not 

essential for the buyer. 
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ILLUSTRATIVE EXAMPLE 

"Furniture" LLC has made the living room furniture by an individual order, which has been matched to the 

size of a citizen's living room and artistic design. In this case, the furniture is not an interchangeable 

product, therefore the cost is calculated by using the specific costs made for the given product type.  

 Simple one-stage production 

It is a production process that consists of one stage. Simple single-stage production can produce one 

type of product or more than one product. In such production there is almost no work in progress. The 

cost of the produced product is determined by the sum of expenses incurred in the reporting period. Dividing 

the sum of the expenses by the quantity of the produced product, the cost for one unit product is determined. 

Simple one-stage production are extractive industry, power sector and thermal industries, as well as various 

small industries. 

ILLUSTRATIVE EXAMPLE 

"Curtain" LLC is engaged in the production of curtains and blankets; it is a simple single-stage production, 

during which more than one product is produced. In February 2021, the company produced 10 bedroom 

curtains, 50 blankets and 20 sofa covers. During February, the company has: 

1. In terms of production of curtains: 

1) Consumption of materials and supplies for the production: 

Table 16․ Calculation of materials and supplies used for the product 

N/N Name Measurement unit Quantity 

1 silk fabric meter 30 

2 fringe meter 40 

3 thread reel 1 

4 cornices meter 30 

5 hangers piece 400 

 

2) The amount of materials and supplies used (in monetary expression) directly related to the production 

attributable to the cost of curtains in accordance with the values of the purchased materials is equal 

to:  

Table 17․ Calculation of materials and supplies used for the product  

N/N Name Measurement unit Price Quantity Amount (AMD) 

1 silk fabric meter 5 000 30 150 000 

2 fringe meter 1 500 40 60 000 

3 thread reel 100 1 100 

4 cornices meter 10 000 30 300 000 

5 hangers piece 3 400 1 200 

Total direct consumption of materials and supplies 511 300 



 
 

 
 

 

36 
 

3) Dividing the total consumption of materials and supplies by the number of produced curtains for 10 

pieces, we will get the consumption of materials for one curtain:  

 

Table 18․ Calculation of materials and supplies used for the product 

N/N Name Measurement unit Quantity 

1 silk fabric meter 3 

2 fringe meter 4 

3 thread reel 0,1 

4 cornices meter 3 

5 hangers piece 40 

4) The amount of consumption of materials directly related to the production attributable to the cost of one 

curtain is equal to:  

511 300 
= AMD 51 130 

10 

The following accounting entries are made for the direct consumption of materials and supplies made for 

curtains in February: 

Dr 811 Main Production - AMD 511 300 (51 130 x 10) 

Cr 211 Materials and supplies - AMD 511 300.  

2. In terms of blankets: 

1) The consumption of materials and supplies made for the production was amounted to:  

Table 19․ Calculation of consumption of materials and supplies for the product 

N/N Name Measurement unit Quantity 

1 silk fabric meter 125 

2 lining meter 125 

3 syntepon kg 50 

4 fringe meter 495 

5 thread reel 5 

2) The amount of materials and supplies used (in monetary expression) directly related to the production 

attributable to the cost of blankets in accordance with the values of the purchased materials is equal to: 

Table 20․ Calculation of materials and supplies used for the product 
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N/N Name Measurement unit Price Quantity Amount 

1 silk fabric meter 6 000 125 750 000 

2 lining meter 1 300 125 162 500 

3 syntepon kg 1 600 50 80 000 

4 fringe meter 1 500 495 74 2500 

5 thread reel 100 5 500 

Total direct consumption of materials and supplies 1 735 500 

3) Dividing the total consumption of materials and supplies by the number of produced blankets for 50 

pieces, we will get the consumption of materials for one blanket:  
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Table 21․ Calculation of materials and supplies used for the product 

N/N Name Measurement unit Quantity 

1 silk fabric meter 2.5 

2 lining meter 2.5 

3 syntepon kg 1 

4 fringe meter 9.9 

5 thread reel 0.1 

4) The amount of consumption of materials directly related to the production attributable to the cost of one 

blanket is equal to: 

1 735 500 
= AMD 34 710 

50 

The following accounting entries are made for the direct consumption of materials and supplies: 

Dr 811 Main Production - AMD 1 735 500 (34 710 x 50) 

Cr 211 Materials and supplies - AMD 1 735 500.  

3. In terms of sofa covers: 

1) The consumption of materials and supplies made for the production was amounted to: 

Table 22․ Calculation of consumption of materials and supplies for the product 

N/N Name Measurement unit Quantity 

1 silk fabric meter 40 

2 fringe meter 40 

3 thread reel 1 

4 cornices meter 30 

2) The amount of materials and supplies used (in monetary expression) directly related to the production 

attributable to the cost of sofa covers in accordance with the values of the purchased materials is equal to: 

 

Table 23․ Calculation of consumption of materials and supplies for the product  

N/N Name Measurement unit Price Quantity Amount 

1 silk fabric meter 5 000 40 200 000 

2 fringe meter 1 500 40 60 000 

3 thread reel 100 1 100 

4 cornices meter 10 000 30 300 000 

Total direct consumption of materials and supplies 560 100 

3) Dividing the total consumption of materials and supplies by the number of produced sofa covers for 20 

pieces, we will get the consumption of materials for one sofa cover:  
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Table 24․Calculation of the cost of materials and supplies of the product  

N/N Name Measurement unit Quantity 

1 silk fabric meter 2,0 

2 fringe meter 2,0 

3 thread reel 0,05 

4 cornices meter 1,5 

 

4) The amount of consumption of materials directly related to the production attributable to the cost of one 

sofa cover is equal to: 

560 100 
= AMD 28 005 

20 

The following accounting entries are made for the direct consumption of materials and supplies: 

Dr 811 Main Production - AMD 560 100 (28 005 x 20) 

Cr 211 Materials and supplies – AMD 560 100.  

If in a simple one-stage production process it is impossible to determine the cost of each product by clearly 

identifying their specific costs, the direct consumption of materials and supplies can be determined by the 

allocation method, which must be based on either the norm established for consumption of materials and 

supplies or the number of products produced. 

Below is presented an example how to calculate the consumption of materials and supplies based on the 

established consumption norm of a product: 

ILLUSTRATIVE EXAMPLE 

The same fabric is used to make curtains, blankets and sofa covers. According to calculations, the 

normative consumption of the fabric is 3 meters for curtains,, 2.5 meters for blankets, and 2 meters for the 

sofa cover. 

In March 2021, the company produced 20 curtains, 20 blankets and 5 sofa covers. According to the 

established norms, the consumption of the fabric should have been as follows: 20x3 + 20x2,5 + 5x2 = 120, 

but in fact more that 90 meters fabric was spent. Based on the consumption norms, the actual consumption 

of materials for each product, in particular, can be calculated as follows: 

First, by dividing the actual consumption by the normative consumption, we can get the allocation 

coefficient of consumption: 90/120 = 0.75. Then by multiplying the allocation coefficient by the amount of 

normative consumption of each product we can get the actual consumption. In the given example it will 

have the following picture: 0.75x60 = 45 (actual consumption of the curtain), 0.75x50 = 37.5 (actual 

consumption of blankets) and 0.75x10 = 7.5 (actual consumption of the sofa cover). Then, the amount of 

material consumed is estimated based on the consumption calculation formula of materials and supplies 

adopted by the company’s accounting policy. Assume, in the provided example, the weighted average cost 

formula was adopted by the company for calculation of the consumption of martials and supplies.  

In the company’s records, the following data on consumption (movement) of the fabric during March are 

as follows:  
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Table 25․ Movement of the product 

Fabric Date Quantity(meter) Price 

(AMD) 

Amount 

(AMD 

Opening balance 01.03.2021 50 6 000 300 000 

Received during the 

year 

02.03.2021 70 5 800 406 000 

10.03.2021 100 5 000 500 000 

18.03.2021 40 4 500 180 000 

Consumed during 

then year 

 90 5 330 479 700 

Closing balance 31.03.2021 170 5 330 906 100 

As a result, the cost of the fabric consumed (used) by the company during March is equal to AMD 90 x 5 

330 = 479 700, from which 239 850 (45 x 5 330) for production (manufacturing) of curtains, 199 875 (37,5 

x 5 330) for production (manufacturing) of blankets, while 39 975 (7,5 x 5 330) for production 

(manufacturing) of sofa covers. 

The following accounting entries are made for the consumption of materials and supplies, in particular, 

fabric: 

Dr 811 Cr 211 - AMD 239 850 (in terms of curtains); 

Dr 811 Cr 211 -AMD 199 875 (in terms of blankets); 

Dr 811 Cr 211 -AMD 39 975 (in terms of sofa covers. 

 

 Stage production 

It is a production process that consists of separate stages; the product produced in one stage is a semi-

finished product or work in progress for the following stage. When calculating the cost of the product in 

the production process, it is significant to account for the movement of the finished product, semi-finished 

product and work in progress. 

ILLUSTRATIVE EXAMPLE 

During the reporting period, "Perfume" LLC produced a collection of 100 boxes of perfume and 20 

unfinished products (work in progress). All materials and supplies needed for the production are entered 

into the production process, however, in terms of labor costs, the work in progress is not yet completed. 

Incomplete collections (work in progress) are halfway through the production process, i.e. they are equal to 

10 completed collections (finished product). 

The following costs were made during the reporting period: 

Materials and supplies – 240 units; 

Salary – 110 units. 

In terms of consumption of materials and supplies, the cost of the unit production is equal to:  

 240 
= 2 

100+20 

In terms of labor costs:  
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 110 
= 1 

100+10 

Hence, the cost of the finished product is equal to:  

 100x2+100x1=300 units;  

Wile the cost of the work in progress is equal to:  

 20x2+10x1=50 units.  

2. Calculation of the Salary Expense Directly Related to the Production and 

Attributable to the Cost of the Product  

Salary expenses directly related to the production can be of two types: Costs that are directly 

attributable to the cost of the product, or costs that are not directly attributable to the cost of the product. 

 

 

 

Salary expenses directly related to the production and directly attributable to the cost of the product are, 

in particular: 

 Salary expense of an employee of the factory (plant), in case the outcome of the work of that 

employee is that one type of product; 

 Salary expense of the worker of the factory, defined by the amount (volume) of activity; 

 Salary expense of the head of the factory producing one type of product, etc. 

In case the salary is established per the amount (volume) of activity, the specific amount of salary subject 

to payment (already paid) to an employee for production of the specific product is included in the cost of 

the given product. 

ILLUSTRATIVE EXAMPLE 

The salary of the factory worker is established as follows: 10 units to be paid for each part produced. In 

this case, the salary expense is directly attributable, therefore the cost of each part includes 10 units salary 

expenses. 

In case of receiving (generating, producing) one type of product, the specific amount of the salary to be 

paid (paid) to employees directly involved in the production is included in the cost of the unit product in 

proportion to the number of products received (produced, generated). 

ILLUSTRATIVE EXAMPLE 

In February 2021, "Furniture" LLC produced only 50 wardrobes. For the same month, the company made 

the following expenses for the salary attributable to the cost of the product: 

Table 26․ Salary expenses 
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N/N Position Account 

number 

Salary Social payment 

of the employee 

hired  

Individual 

income tax 

 

Subject to 

payment 

1 Head of the 

factory 

813 150 000 5 250 33 000 111 750 

2 Master of the 

factor 

811 100 000 3 500 22 000 74 500 

3 Worker 811 80 000 2 800 17 600 59 600 

4 Head of the 

warehouse 

813 100 000 3 500 22 000 74 500 

5 Employee of 

maintenance 

service 

812 80 000 2 800 17 600 59 600 

Total 510 000 17 850 112 200 379 950 

In the example given above, salary expenses incurred for the production staff, management staff of the 

factory and the ancillary production staff are fully included in the cost of wardrobes, i.e. they are directly 

attributable to the cost of the product. 

The salary expense in the cost of each wardrobe will be equal to: 

 

180 000+250 000+80 000 
= AMD 10 200. 

50 

The following accounting entries are made for these expenses: 

 For the production staff: 

Dr 811 Main Production - AMD 180 000 

Cr 527 Debts for the salary and other short-term employee remuneration - AMD 180 000 

 For the management staff of the factory: 

Dr 813 Indirect production costs - AMD 250 000  

Cr 527 Debts for the salary and other short-term employee remuneration - AMD 250 000  

 For the ancillary production staff: 

Dr 812 Ancillary production - AMD 80 000  

Cr 527 Debts for the salary and other short-term employee remuneration - AMD 80 000 

 For the social payment withheld from the salary of the hired employees: 

Dr 27 Debts for the salary and other short-term employee remuneration AMD 17 850 

 

Cr 525 Short-term payables for the social payment - AMD 17 850 

 For the individual income tax withheld form the salary of the hired employees: 

Dr 527 Debts for the salary and other short-term employee remuneration - AMD 112 200 

Cr 524 Short-term payables – AMD 112 200. 
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The following expenses are impossible to directly attribute to the cost of the product, in particular: 

  

 salary expense of the production employee, in case the outcome of this employee work are several 

types of products ; 

 salary expense of the production head, in case several types of products are produced in the 

factory; 

 salary expense of the worker of the factory, defined per the tariff or position-related rates, etc. 

When there is an accurate accounting of the work done in production, then the salary expense is included 

in the cost of a particular product per the allocation of the time spent. 

ILLUSTRATIVE EXAMPLE 1 

The worker produces 2 types of products; according to the submitted time-sheet, the worker worked 160 

hours in the given month, of which he spent 100 hours on "A" type parts, and 60 hours on "B" type parts. 

Therefore, the salary allocation of the worker salary to the cost of parts can be done in a time ratio. In this 

case, 100/160 of the worker's salary is included in the cost of "A" type parts and 60/160 is included in the 

cost of "B" type parts 

ILLUSTRATIVE EXAMPLE 2 

"Battery" LLC produces batteries. The process of generating the final finished product consists of 4 

separate stages: 

1) preparation of networks; 

2) preparation of tin plates; 

3) assembling of parts; 

4) charging the batteries. 

During March 2021, the number of employees involved in the production process during March 2021 and 

the volume of the work performed was amounted to: 
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Table 27․ Volume of work, per the number of employees 

N/N Name Number of 

employees 

Name of the work 

done 

Quantity of the 

produced product 

1 Factory of the 

preparation of 

networks  

15 Preparation of 

networks 

170 

2 Factory of the 

preparation of tin 

plates 

12 Preparation of tin 

plates 

100 

3 Factory for 

assembling of parts 

7 Assembling of batteries 17 

4 Factory for battery 

charging  

6 Charging of batteries 10 

Total 40   

Salary of the head of the production is equal to 8 000 units.  

In stage production, when attributing salary expenses of the production head to the cost of the product, 

two-layer allocation may be made: first, the salary expense can be allocated per separate stages according 

to the number of employees involved in the work carried out in that stage, then per the work performed. 

 

In the example given above, salary expenses of the production head can be attributed to the cost of the 

product, as follows: 

 

1)  8 000 
= 200 units (for each employee); 

15+12+7+6 

2)  200x15=3 000 units (in the cost of the network factory ), 

3) 3 000 

= 17,6 units (in the cost included in the cost of each network); 
170 

4)  200x12=2 400 units (in the cost of the tin plates factory ); 

 

5)  2 400 

= 24 units (in the cost included in the cost of each tin plate); 
100 

6) 200x7=1 400 units (in the cost of the assembly factory), 

7)  1 400 

= 82,4 units (in the cost included in the cost of each battery); 
 17 

8) 200x6=1 200 units (in the cost of the battery charging factory )  
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9)  1 200 
= 120 units (in the cost included in the cost of each battery). 

 10 

In the production process, it is reasonable to maintain accounting of direct costs (production of products, 

performance of work, renovation, maintenance and operation of fixed assets, etc) and indirect costs 

(materials and supplies, labor, etc.). However, in case accounting of the work performed in the production 

is failed to be made, salary expenses are included in the cost per the allocation method. 

ILLUSTRATIVE EXAMPLE 

During February of the year 2021 "Furniture" LLC produced 50 wardrobes and 10 beds. 

In this example, salary expenses incurred in terms of the production staff, management staff of the factory 

and the ancillary production staff are not directly attributable to the cost of production, therefore they are 

proportionally allocated in the costs of wardrobes and beds (Account number: 811, 812, 813). 

Salary expenses may be included in the cost based on different allocation methods, for example, based on 

the consumption of materials and supplies, or based on the disposal value, etc. 

3. Calculation of Other Expenses Attributable to the Cost of the Product  

Other expenses attributable to the cost of production are a combination of other expenses required 

to generate the product. These include the depreciation of fixed assets directly related to production, their 

repair, maintenance, rent, utility costs, product sorting, packaging, sorting, insurance, maintenance, 

marketing, advertising, and other costs.. 

3.1. Depreciation of items of property, plant and equipment  

An item of property, plant and equipment is subject to depreciation when it is available for use, is in the 

location and condition that is necessary for it to be capable of operating in the manner intended by the 

management.  

Depreciation calculations are performed on an annual basis, per months, multiplied by the number of 

corresponding months to be amortized in a given year. 

After making calculations, depreciation expenses are classified into production, administrative and sales 

costs, then, production costs, according to the treatment chosen by the company, are attributed to the cost 

of the product. 

Depreciation expenses of items of PPE can be of two types:  

 Directly attributable to the cost of the product, or 

 Directly impossible to attribute to the cost of the product. 

Depreciation expenses of items of PPE operated/used in the production process, i.e. for generation of a 

product, are directly attributable to the cost of the product. For example, depreciation of the area of the 

factory, production equipment, parts, work in progress, storage space for semi-finished products, etc. 

If an entity produces one type of product, the depreciation expense is fully attributable to the product 

according to the quantity of product produced. If an entity produces several types of products, depreciation 
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expenses may be attributed to each type of the product per various allocation methods, for example, per the 

time spent on production, per the cost of disposal, and so on. 

Depreciation expenses are not directly attributable, for example, depreciation expenses for a common 

warehouse, garage, vehicle, or computer equipment. These expenses can be attributed to the cost of the 

product through different methods of allocation, for example, by the area, cost of disposal of the product, 

etc. 

ILLUSTRATIVE EXAMPLE 

The following depreciation periods have been set for fixed assets according to the accounting policy of 

"Furniture" LLC: 

1) structures and buildings – 20 years; 

2) machinery – 5 years; 

3) motor vehicles – 10 year. 

In terms of profit tax calculation, these depreciation periods are accepted, too. During the year 2021 

"Furniture" LLC produced 500 cabinets of one type. 

Depreciation calculation for the year 2021 will be as follows:  

1)  Cost of structures and buildings amounts to AMD 50 million, that is higher than the cadastral value 

of structures and buildings. Total area of structures and buildings is 1000 sq. meters, of which 700 sq. 

meters is the area of the factory, 200 square meters. meters is the area of the warehouse where parts, 

work in progress is kept, 100 sq. meters is the office space. The amount of depreciation will be equal 

to: 

1)  50 000 000 = AMD 250 000 (annually);  

20 

2)  250 

000x(700+200) 

= AMD 225 000 (attributable to production costs). 

1 000 

Annual depreciation expense calculated in the amount of AMD 225,000 will be included in the cost of 

cabinets; hence, the depreciation expense of structures and buildings in the cost of one cabinet will be 

equal to: 

 
225 000 

= 450 units (expense included in the cost of each cabinet). 
500 

The following accounting entries are made for depreciation of items of PPE: 

Cr 813 Indirect production costs - AMD 225 000 (250 000 x 70% + 20%) 

Dr 713 Administrative costs – AMD 25 000 

Cr 112 Depreciation of items of PPE under operation - AMD 250 000 

2) Cost of production equipment amounts to AMD 3 000 000. 
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The depreciation amount will be equal to: 

1) 3 000 000 
= AMD 600 000 (annually) 

5 

The depreciation expense of AMD 600,000 calculated per the result of the year will be included in the cost 

of cabinets; the depreciation expense of production equipment in the cost of one cabinet will be equal to:. 

 

  600 000 

= 1 200 units (expense included in the cost of each cabinet). 
 500 

The following accounting entries are made for depreciation of production equipment: 

Dr 813 Indirect production costs – AMD 600 000 

Cr 112 Depreciation of items of PPE under operation - AMD 600 000. 

3) Cost of the truck amounted to AMD 1 000 000 that was acquired by the entity during August. The 

amount of depreciation will be equal to: 

1) 1 000 000 
= AMD 8 333 (monthly), 

10/12 

2) 8 333 x 4 = AMD 33 333 (annually). 

In order to include the depreciation expense in the cost of the product, the method of proportionate hours 

of operation of the vehicle can be used as a method of reasonable allocation.  

In this example, suppose that a truck operates 160 hours a month. Within the period from September to 

December, 60 hours per month was spent for transportation of parts, semi-finished products, raw materials, 

materials and supplies of cabinets. During these months, 40 cabinets were produced per month. In case of 

applying the allocation method mentioned above, the monthly depreciation expense of AMD 8 333 will be 

included in the cost of cabinets, in the following amount: 

1) 8 333 x 60 
= 3 125 units (for each month), 

160 

2)  3 125 
= 78 units (expense included in the cost of each cabinet). 

40 

The following accounting entries are made for depreciation of motor and vehicles: 

Dr 813 Indirect production costs - AMD 33 333  

Cr 112 Depreciation of items of PPE under operation - AMD 33 333. 
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3.2. Other expenses made for items of property, plant and equipment 

3.2.1. Acquisition of items of property, plant and equipment with attraction of loan and 

borrowing resources  

In terms of loans and borrowings (hereafter referred to as borrowings), financial expenses may be: 

 Attributable to the cost of the product, or 

 Not attributable to he cost of the product, that is, expense of the period. 

Financial expenses in terms of borrowings that are directly attributable to the acquisition, construction or 

production of a qualifying asset are expenses attributable to the cost of the product. Such expenses are 

capitalized as part of the cost of that asset and shall be deducted in accordance with the rules set forth by the 

RA Tax Code for that asset. An entity shall begin capitalizing borrowing costs as part of the cost of a 

qualifying asset on the commencement date. The commencement date for capitalization is the date when the 

entity first meets all of the following conditions.  

(a) it incurs expenditures for the asset;  

(b) it incurs borrowing costs; and  

(c) it undertakes activities that are necessary to prepare the asset for its intended use or sale. 

An entity shall cease capitalizing borrowing costs when substantially all the activities necessary to prepare 

the qualifying asset for its intended use or sale are complete.  

An asset is normally ready for its intended use or sale when the physical construction of the asset is complete 

even though routine administrative work might still continue. 

The time required for the asset to be ready for its intended use or sale is determined by the entity and may be 

determined by its accounting policy. 

If an entity has acquired a fixed asset through borrowings, it must first determine whether that fixed asset is 

a qualifying asset or not. In case of a qualifying asset, the next step is to separate which part of the expenses 

made is subject to capitalization. Expenses subject to capitalization are added to the historical cost of the 

item of property, plant and equipment, i.e. they are included in the cost of the item of property, plant and 

equipment. According to these calculations, the amount of depreciation of the fixed asset is calculated on the 

basis of the formed cost, which in turn is included in the cost of the product (see, paragraph 3.1). 

ILLUSTRATIVE EXAMPLE 1: 

On February 1, 2019 “Shoes” LLC received a loan from the bank in the amount of AMD 20 million at 15% 

monthly interest rate. This loan amount was fully invested by the company for construction of the factory 

that started from July 1, 2019. Construction work lasted for 2 years and, in substance, the work was 

completed. On June 1, 2021, an act on completion was drawn up in accordance with the procedure set 

forth by the RA Law on Urban Development. On March 1, 2022, the company repaid the loan in full. 

Expenses for loan interest were amounted to: 

From February 1, 2019 to June 30- AMD 1,25 million; 

From July 1, 2019 to December 31 – AMD 1,5 million; 
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From January 1, 2020 to December 31 – AMD 3,0 million; 

From January 1, 2021 to June 1 – AMD 1,25 million; 

From June 1, 2021 to December 31 – AMD 1,75 million; 

From January 1, 2022 to March 1 – AMD 0.5 million. 

According to its accounting policy of the company, an asset is considered qualifying, if it takes more than 1 

year to be ready for its intended use or sale. 

It should be taken into account that in the given case the cost of the finished product includes also the amount 

of interests of the bank accrued for the period from the commencement of construction work (from the 

intended use of the loan) up to its operation, while the amount of interests paid before the start of construction 

work, and after putting the factory into the operation are recognized as expenses of the period.  

In this example, the historical cost of the constructed factory will be as follows: 

1) 20 x 15% 

= AMD 0,25 million (interest to be paid for each month); 
12 

 20 + 1,5 + 3.0 + 1,25 = AMD 25,75 million. 

Before commencement of construction work of the factory, the amount of interest calculated at AMD 1,25 

million and AMD 1,75 and AMD 0,5 million calculated after operating the factory are considered expenses 

of the period and are deducted from gross income of the profit taxpayer, for the years 2019, 2021 and 2022, 

respectively. 

ILLUSTRATIVE EXAMPLE 2 

Shoes" LLC acquired equipment needed for the production on credit, the cost of the equipment is AMD 

1,200,000. For this purpose, the company received a credit of AMD 1,200,000 from the bank with a 1-year 

maturity period at a monthly interest rate of 15%. According to the credit agreement, the amount of interest 

are paid on the 15-th day of the month following each month. It is worth noting that interests amounts paid 

to the bank are not considered elements of the cost of the product, instead they are expenses of the period 

and are written off in each month per their occurrence. In this regard, accounting entries are as follows: 

In terms of acquisition of equipment: 

Dr 111 Depreciable fixed assets - AMD 1 000 000; 

Dr 226 Indirect taxes subject to be offset (recovered) - AMD 200 000 (1 000 000 x 20% VAT); 

Cr 521 Payables for purchases - AMD 1 200 000. 

In terms of the credit received: 

Dr 252 Settlement account - AMD 1 200 000 

Dr 516 Not-incurred interest expenses for short-term bank loans- AMD 180 000; 

Cr 511 Gross amounts payable for short-term bank loans -AMD 1 380 000. 
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3.2.2. Repairing expenses of items of property, plant and equipment 

Repairing expenses of items of property, plant and equipment are attributable to the cost of the 

product, if those items are directly involved in the production process. Moreover, repairing expenses 

of these items of PPE, whether they are capital costs or current expenses, are attributed to the product in 

different ways. 

 

An expense made for the item of property, plant and equipment is considered to be capital expenditure/cost 

if it exceeds 5% of the historical cost of the given item of PPE, or if the sum of separate expenses incurred 

during the tax year not exceeding 5% of the historical cost of the item of PPE exceeds 15% of the historical 

cost of the given item, in the amount exceeding that portion. Capital expenditure/costs incurred on each 

item of property, plant and equipment in excess of 5% of the historical cost of that item during each month 

shall be added to the carrying amount of that item of property, plant and equipment as of the 1-st of the 

month when they are incurred, while the part of the sum of separate expenses not exceeding 5%, the 

exceeding 15% of the historical cost of the item of PPE, is added to the carrying amount of the given asset 

as of the 1-st of the month covering the day of exceeding, and starting from that month that item of PPE is 

depreciated in the procedure set forth by the RA Tax Code. Depreciation expenses are included in the cost 

of the product (see, paragraph 3.1 of this Manual). 

An expense made for the item of property, plant and equipment is considered to be current expense unless 

it is considered capital expenditure/cost. Current expenses made for items of PPE are attributed to the cost 

of the product produced during the year when they are incurred per the treatment chosen by the company.  

ILLUSTRATIVE EXAMPLE 

In the 4-th year of operating the equipment, in March 2021, "Koshik" LLC twice repaired equipment the 

carrying amount of which was AMD 1,000,000 (as of 01.01.2021). The initial purchase cost of the 

equipment was AMD 2,500,000. The useful life of the equipment is set by the company for 5 years. 

The first repairing amount was equal to AMD 25 000 that is  

 

  25 000  
 x 100 = 1% of the historical cost of the item of PPE. 

2 500 000 

The second repairing amount was equal to AMD 15 000 (including, AMD 80 000 - the cost of the replaced 

part, AMD 70 000- the cost of replacement work). The expense made is equal to 

  150 000  
 x 100 = 6% of the historical cost of the item of PPE. 

2 500 000 

They do not exceed the carrying amount of the item of PPE as of the beginning of the year. 

Hence, the first expense incurred is considered current expense and is attributed to the cost of the product 

based on the treatment chosen by the company. For example, the allocation of expense may be carried out 

by the same method as it is applied for depreciation expense included in the cost of the product. 

The second expense described above is considered capital cost that is added to the carrying amount of the 

item of PPE when it was incurred, that is, as of the 1-st of March and is depreciated in the remaining 
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depreciation period, in the procedure set forth by the RA Tax Code. Calculation of depreciation charges 

will be as follows: 

1) 2 500 000 

= AMD 500 000 (annual depreciation charge); 
5 

2) 500 000 

= AMD 41 666,7 (monthly depreciation charge up to 01.03.2021). 
12 

3) 1 000 000-(41 666,7x2)=916 666,7 (carrying amount of the equipment as of 01.03.2021 before 

making capital cost); 

4) 916 666,7+150 000=1 066 666,7 (carrying amount of the equipment as of 01.03.2021 after 

making capital cost), 

 

5) 1 066 666,7 

= 48 484,9 (monthly depreciation charge after 01.03.2021. 
22 month 

22 months period mentioned above, was the residual period of depreciation, that is – 01.03.2021 to 

31.12.2022. 

For the year 2021 the depreciation charge will be amounted to:  

41 666,7x2+48 484,9x10= AMD 568 181,9.  

In order to attribute the repairing expense to the cost of the product, it is worth considering what kind of 

product is produced by the given equipment.  

Case 1: During 2021, the equipment mentioned above produced a part of 6,000 pairs of shoes of the same 

type, of which 5,000 pairs from March 1 to December 31. The repairing expense in the cost of one pair of 

shoes will be equal to: 

  

1) In terms of the current expense: 

  25 000 
= 5 units. 

5 000 

2) In terms of capital expenditure/cost: 

 48 484,9x10 
= 97 units. 

5 000 
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Case 2: During 2021, through operation of the equipment mentioned above two different types of parts for 

production of 6,000 pairs of shoes were produced. Moreover, from March 1 to December 31, 3,000 pairs 

of "A" type shoes and 2,000 pairs of "B" type shoes were produced using these parts. The equipment is 

operated for 160 hours a month. In order to make a reasonable allocation of repairing expense in the cost 

of shoes, it is advisable to account for the time spent for production of parts per types and to include that 

expense in the cost of the product per that proportion.  

 

For example, it takes 20 minutes to make a part for "A" type of a pair of shoes, and 18 minutes for a part 

for "B" type of a pair of shoes. 

The repairing expense in the cost of a pair of shoes of “A” type will be equal to:  

1) In terms of the current expense: 

  25 000 (AMD) x 20 (minutes) 
= AMD 5,2. 

160 (hour) x 10 (month) x 60 (minutes ) 

 

 

2)  In terms of capital expenditure/cost: 

  48 484,9x10 (AMD) x 20 (minutes) 
= AMD 101 . 

160 (hour) x 10 (month) x 60 (minutes ) 

 

 

The repairing expense in the cost of a pair of shoes of “B” type will be equal to: 

1) In terms of the current expense: 

  25 000 (AMD) x 18 (minutes) 

= AMD 4,6. 160 (hours) x 10 (month) x 60 

(minutes ) 

2) In terms of capital expenditure/cost: 

  48 484,9x10 (AMD) x 18 (minutes) 
= AMD 91. 

160 (hours) x 10 (month) x 60 (minutes) 

Reflection of subsequent costs on items of PPE: 

 

Dr 823 Subsequent capitalized costs on non-current tangible assets - AMD 150 000; 

Cr 211 Raw materials – AMD 80 00; 

Cr 527 Debts for salary and other short-term remuneration to employees - AMD 70 000; 

  

Dr 111 Depreciable fixed assets- AMD 80 000; 

Cr 823 Subsequent capitalized costs on non-current tangible assets AMD 180 000. 

Accruing the depreciation of fixed assets: 

Dr 811 Main production - AMD 568 181,9; 

Cr 112 Depreciation of fixed assets - AMD 568 181,9. 
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3.3. Lease payments 

Leasing expenses that are directly related to the production activity are directly attributable to the cost of 

the product, for example, lease payments of the factory and of the equipment producing the product, etc. 

ILLUSTRATIVE EXAMPLE 1 

"Shoes" LLC leased its office, the production area and the warehouse from an individual. The total area is 

1,000 sq. m, of which 700 sq. meters. is for the area of the factory, 200 sq. meters. for the warehouse of the 

finished product, 100 sq. meters. is for the office space. The monthly lease payment for the mentioned 3 

areas is AMD 500,000. 

For the purpose of differentiating leasing expenses per types, they can be allocated per the square meters 

of the area. In this case calculations will be as follows: 

1) 500 000 x 700 
= 350 000 (portion allocated to the factory); 

1 000 

2) 500 000 x 200 
= 100 000 (portion allocated to the warehouse); 

1 000 

3) 500 000 x 100 
= 50 000 (portion allocated to the office space). 

 1 000 

Expenses allocated to the factory are considered production costs and are included in the cost of the 

product per the allocation treatment chosen by the company (e.g. the same treatment that was chosen by 

the company for allocating depreciation expenses, see paragraph 3.1 of this Manual). 

In the example above, the expense for leasing the factory is directly attributable to the cost of the product 

produced during the month. In cases where more than one product is produced in the production area, or 

the production process is phased, the leasing expenses may be allocated, for example, according to the 

hours spent. 

ILLUSTRATIVE EXAMPLE 2 

During a month 50 pairs of winter shoes and 30 pairs of autumn shoes were produced. 20 days in a month 

were spent on the production of boots, 10 days on autumn shoes. In this case, the leasing expense allocated 

to the factory can be attributed to the cost of the product as follows:  

1) 350 000 x 20 
= 

233 333 (an expense directly attributable to the production of winter 

shoes ); 30 

 

2) 233 333 
= 4 666.7 (an expense attributable to the cost of one winter shoe); 

 50 

 

3) 350 000 x 10 
= 

116 667 (an expense directly attributable to the production of autumn 

shoes); 30 

 

4)  116 667 
= 

3 889 (an expense attributable to the cost of one autumn 

shoe). 30 
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If no such accounting has been maintained by the entity, the costs on lease payments may be attributed to 

the cost of the product through various allocation methods (for example, based on the area occupied, based 

on the proportion of cost disposal, etc.) 

ILLUSTRATIVE EXAMPLE 3 

In the example described above, there are 2 factories in the production area (700 square meters), in one of 

which the shoe soles are made, in the other both the model forms and the final shoe assembly process. The 

area of the shoe sole factory is 200 sq. meters, while the area for modelling of forms and final assembly of 

shoes s is 500 sq. meters. 

In April 2021, "Shoes" LLC produced 100 soles and 500 pairs of shoes. In the example given, calculations 

for attributing the expenses on lease payments to the cost of the product will be as follows: 

1) 350 000 x 200 
= AMD 100 000 (portion attributed to the sole production); 

700 

 

2)  100 000  
= 

AMD 1 000 (an expense attributed to the cost of the 

sole); 100 

 

3) 350 000 x 500 
= 

AMD 250 000 (portion attributed to the production of 

shoes); 700 

 

4)  250 000  
= AMD 500 (an expense attributed to the cost of a shoe). 

500 

Warehouse expenses are classified as sales expenses, while the office expenses are classified as 

administrative expenses. These two types of expenses are not included in the cost of the product and in 

terms of accounting, they are recognized as expenses in the period when they are incurred. 

The following accounting entries are made for lease payments at the end of each month: 

Dr 813 Indirect production costs - AMD 350 000; 

Dr 713 Administrative expenses - AMD 50 000; 

Dr 712 Sales expenses - AMD 100 000; 

Cr 531 Other current liabilities - AMD 500 000. 

"Shoes" LLC, as a tax agent, must withheld from the lease payment payable on monthly basis to the lessor 

and pay the individual income tax to the state budget that amounts 10% of the lease payment. Thus, "Shoes" 

LLC must pay AMD 450,000 to an individual, and AMD 50,000 must be transferred to the state budget as 

the amount of individual income tax. 

The following accounting entries are made for the amount paid in terms of lease payments making to the 

individual. 

Dr 531 Other current liabilities - AMD 450 000; 

Cr 251 Petty cash - AMD 450 000. 

In terms of liability for individual income tax withheld (charged) from an individual:  
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Dr 531 Other current liabilities - AMD 50 000; 

Cr 524 Short-term payables to the budget - AMD 50 000. 

In terms of repayment of a liability for income tax:  

Cr 524 Short-term payables to the budget - AMD 50 000; 

Cr 252 Settlement account -AMD 50 000. 

3.4. Electricity expense  

Electricity expenses that are directly related to the actual process of production (for example, 

expenses for electricity consumed by the factory, etc.) are directly attributable to the cost of the 

production. These expenses are attributed to the cost of the product by the allocation treatment of other 

expenses attributable to the cost of a product chosen by the company. Allocation treatments of other 

expenses attributable to the cost of the product are detailed in paragraphs 3.1-3.3 of this Part. 

ILLUSTRATIVE EXAMPLE 

In 2021, the company consumed electricity in the amount of AMD 2,750,000. Availability of differentiated 

meters made it possible to differentiate between the electricity consumed by the factory – AMD 2,000,00, 

consumed for the office needs – AMD 400,000 and by the warehouse of finished products - AMD 350,000. 

In 2021, the company produced 1,000 units of one type of product. 

The expense of electricity consumed by the factory refers to the production costs and is included in the cost 

of the product. 

In the example described above, electricity expense in the cost of one unit product will be equal to:  

 

  2 000 000  
= AMD 2 000  

1 000 

Warehouse expenses are classified as sales expenses, while office expenses are classified as administrative 

expenses. These two types of expenses are not included in the cost of the product և From the accounting 

point of view, they are recognized as period costs and in terms of accounting, they are recognized as 

expenses in the period when they are incurred 

In case it is impossible to differentiate expenses of electricity consumed by separate units, allocation is 

made based on a coefficient, for example, based on the total capacity of electric equipment located in each 

area, square meters of areas, number of employees, salaries paid, etc. 

In order to make a reasonable allocation, it is advisable to develop an allocation treatment that will be 

appropriate to the capacities of electric equipment. For this purpose, it is necessary to collect information 

on electric equipment available in the given area and on capacities thereof. Afterwards, it is preferable to 

calculate the sum of possible expenses and to determine allocation coefficients for each area. 

The following accounting entries are made for electricity expense: 

Dr 813 Indirect production costs - AMD 2 000 000; 
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Dr 713 Administrative expenses - AMD 350 000; 

Dr 712 Sales expenses - AMD 400 000; 

Dr 226 Indirect taxes to be offset (recoverable) - AMD 550 000 (2 750 000 x 20% VAT); 

Cr 521 Payables for purchases - AMD 3 300 000.  

3.5. Water expense  

The expense for the water consumed may be directly attributed to the cost of the product. In case 

differentiated water meters are installed and it is possible, in the total expenses, to differentiate the expense 

for the water consumed in the production process. In case there are no differentiated water meters installed, 

it is worth developing specific allocation treatment of the expense. 

Whenthe water is used in the actual production process, it is reasonable to at least roughly calculate the 

possible expense of the water consumption and to have its percentage in the total water expenses. After, on 

the basis of these data, it is necessary to determine the allocation coefficient, and based on that, to calculate 

the amount of subsequent expenses. 

Finally, when no water is used in the actual production process, the total expense incurred for the water 

may be allocated according to the number of employees of the company.  

ILLUSTRATIVE EXAMPLE 

In 2021, the company used water in the amount of AMD 1,200,000. The number of employees of the factory 

is 20 people, employees of the warehouse of the finished products are amounted to 3 people, while the 

administrative staff is 7 people. There are no differentiated water meters installed in the company. 

In case the expense for the water consumption is allocated per the number of the company’s employees, the 

production cost will be: 800 000 (1 200 000/30 x 20) AMD 

Hence, the expense attributed to the cost of the production for the expense of the water consumption will 

be equal to AMD 800 000.  

The following accounting entries will be made for the expense of the water consumption: 

Dr 813 Indirect production costs - AMD 800 000 (1 200 000 / 30 x 20); 

Dr 713 Administrative expenses - AMD 280 000 (1 200 000 / 30 x 7); 

Dr 712 Sales expenses – AMD 120 000 (1 200 000 / 30 x 3); 

Dr 226 Indirect taxes to be offset (recoverable)- AMD 240 000 (1 200 000x20% VAT); 

Cr 521 Payables for purchases - AMD 1 440 000.  
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PART 2. Expenses of the Ancillary Production to be Included in the 

Cost  

Expenses of the ancillary units are mainly made in the following directions: 

 

1) Service – expenses incurred in non-production units of the plant, for example, supervision over 

production, expenses operating garage of the company, medical center or canteen; 

2) General plant-related expenses – salary of production managers, lease payment for offices of 

production heads, utility costs of the factory. 

Service and general plant-related indirect costs in the production are allocated based on two-phase 

treatment. According to the first phase, these expenses are allocated to administrative, sale and production 

costs. According to the second phase, production costs separated in the total costs are attributed to the cost 

of the product. This means that indirect production costs comprise the portions of production costs that are 

included in service and general plant-related expenses. 

ILLUSTRATIVE EXAMPLE 

The medical center of the company served 15 employees during the month, out of which 3 employees from 

the administrative staff, 4 employees from the brand store - from the service staff and 8 employees from the 

factory. Indirect costs of the medical center were amounted to 600 units. Indirect costs of the medical center 

shall be allocated as follows: 

1) 600 
= 40 (per one employee); 

15 

2) 40 x 340 x 3 = 120 (administrative expense); 

3) 40 x 4 = 140 (sales cost), 

4) 40 x 8 = 320 (production cost). 

In the second phase, 320 units must be allocated to the cost of produced product.  

In case the production maintains accounting of indirect costs and relevant internal calculations are made, 

the indirect costs are attributed to the cost of the product based on the presented calculations. 

In case such calculations are missing, indirect costs may be allocated, in particular, by one of the following 

methods: 

1) in proportion to the amount of direct costs; 

2) in proportion to expenses of materials and supplies; 

3) in proportion to the salary of employees of the main production; 

4) per the number of employees, 

5) in proportion to the direct working hours; etc. 

In order to attribute indirect costs, it is first necessary to determine their allocation coefficient. The 

allocation coefficient of indirect costs is usually defined for attribution to the units of the cost of each type 

of the product, however, there are cases, when that coefficient may be generalized for the entire company. 

Based on the below described example, the attribution process of indirect costs is demonstrated: 

ILLUSTRATIVE EXAMPLE  
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Coffee-Maker LLC is engaged in production of electric coffee-makers. The company has two factories: 

mechanical and assembly, as well as two ancillary units - production supervision unit and the area for 

keeping materials and supplies i.e. the warehouse. During the reporting year the company produced 1000 

coffee-makers, for which expenses are as follows, expressed per conditional units: 

Materials and supplies 

Mechanical production - 1 500; 

Assembly production - 1 000; 

Warehouse – 200. 

Salary 

Mechanical production – 500; 

Assembly production – 250; 

Production supervision unit – 200; 

Warehouse – 50. 

Other expenses 

Assembly production – 200; 

Assembly – 250; 

Production supervision unit -100; 

Warehouse – 20. 

The work done by ancillary units of the company, per allocation percentage was estimated as follows: 

Warehouse 

Mechanical production - 70%, 

Assembly production - 30% 

Supervision՝ 

Mechanical production -50%, 

Assembly production - 40%, 

Warehouse - 10%. 

Costs for materials and supplies, as well as salary costs are direct costs.  

Calculations for indirect costs allocated per each factory will be as follows: 

Table 28․Calcualtion of indirect costs  
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 Mechanical factory  Assembly factory  Production 

supervision 

Warehouse  Total 

Indirect costs for 

materials and 

supplies 

   200 200 

Indirect salary   200 50 250 

Other 200 250 100 20 570 

Total 200 250 300 270 1 020 

Production 

supervision 

150 120 (300) 30 - 

Warehouse 210 90 - (300) - 

 560 460 - - 1 020 

Cost for ancillary units were allocated per production units in accordance with the percentages specified 

above.   
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Calculation of the cost of the coffee-maker will be as follows: 

Table 29․Calculation of the cost of the coffee-maker 

 Mechanical factory Assemble factory Total 

Direct costs for materials and 

supplies 
1 500 1 000 2 500 

Direct salary 500 250 750 

Production overhead 560 460 1 020 

Total 2 560 1 710 4 270 

Number of units produced   1 000 

Cost of the unit    4,27 
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SECTION 4 -  DISPOSAL OF A PRODUCT 

For any economic entity the main objective for undertaking entrepreneurial activity is to generate 

profits.. Profit is the positive difference of income and expenses. Expenses of the production process are 

described in Section 2 of this Manual.  

A key task in accounting is to determine the moment the income should be recognized. Revenue in the 

production process is recognized in proportion to disposal/sale of the product. Disposal is the transfer of 

ownership of a product from one person to another, either by compensation (including partial) or gratuitously. 

In the production process, the finished product and semi-finished product may be subject to disposal/sale. 

PART 1. Stamping 

Those carrying out production activities must take into account that some products produced and 

disposed/sold in the territory of the Republic of Armenia are subject to mandatory stamping in the manner 

prescribed by the Code. 

In case of stamping of goods with control (identifiable) signs on the basis of international treaties ratified by 

the RA and in case these products are exported from the RA, these products are subject to mandatory 

stamping. 

Article 389 of the Code defines the products that are subject to stamping with excise stamps, while Article 

390 defines the products that are subject to stamping products with labels. 

The excise stamps/labels shall be provided on the basis of a request submitted in electronic format along with 

requestor’s report on the use of previous excise stamps/labels as of the day of submission of the request. 

The forms of the request, the form of the report, and the procedure to be followed are prescribed by Order 

N692-N, dated November 14, 2011, of the Chairman of the RA State Revenue Committee 

(https://www.arlis.am/DocumentView.aspx?DocID=133634). 

Products subject to stamping shall be stamped before their disposal. At the same time, taxpayers operating 

in the general taxation system must fill in the registration forms electronically on the stamped products before 

their disposal.  

Taxpayers operating in special taxation systems may not fill in the registration forms electronically before 

the disposal of products where they state all the data subject to registration (except for serial numbers and 

sequence numbers of labels to be provided) in the request to acquire labels. 

It should be noted that liability norms are established by the Code, in case of failure of stamping of products 

that are subject to stamping or violating the rules of stamping. Rules for stamping are defined by the RA 

Government Decree No 773-N, dated 06.07.2017. 

https://www.arlis.am/DocumentView.aspx?DocID=133634
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PART 2. Documentation 

 Disposal of Goods in the RA Territory 

In the production process the process of disposition of goods is mainly carried out through wholesale 

of goods or, in case of smaller columns, through retail outlets that belong to the producer. 

Transactions on disposal of goods must be documented in compliance with the documents specified by the 

Code. In case of disposal of the product through wholesale trade, the producer, who in this case is the one 

who disposes the product, is obliged to issue a tax invoice or a tax bill in terms of transactions exempt from 

VAT or taxed at zero rate. 

The tax invoice and the tax bill (including the adjustments thereof) are used to document the acquisition of 

the right to receive income from the supply of goods, the recognition of expenses for acquisition of goods, 

deductions of the tax amount, as well as transfer of the purchased goods. 

In case of cash settlements (including prepayments, partial payments) made by manufacturers through cash 

points of sale through cash points or other payment instruments based on payment cards or payment 

technologies, the use of a cash register (cash register) is mandatory. 

In case of cash settlements or cash payments using payment cards or other payment technologies (including 

advance payments and partial payments) by companies through trade centers, the use of cash register 

machines (CRM) is mandatory when making retail sales. The CRM is installed in the part of the point of sale 

where the actual payment is made 

When making cash settlements or cash payments using payment cards or other payment technologies, 

companies using CRMs are obligated to provide the CRM receipt to the acquirer of goods. 

The tax invoice and the tax bill (and the adjustments thereof) shall be applied for documenting the acquisition 

of the right to receive income from supply of goods, recognition of expenses for the acquisition of goods, 

and in cases prescribed by the Code, also reduction in the tax amount and transportation of goods. 

The receipt of CRM is used to document the acquisition of the right to receive income from the supply of 

goods, and when receipt of CRM is provided to an organization representative or an individual entrepreneur 

(the representative thereof), and also in case tax identification number (TIN) of the goods purchasing 

company or an individual entrepreneur is specified in the receipt, correspondingly, also to document 

recognition of the expense for acquiring the goods, as well as transportation of the goods acquired. 

At the same time, it should be taken into account that in cases specified by the Code, the right to receive 

income is considered acquired, regardless of the fact whether the settlement document was issued or not. 

Transactions on disposal of goods shall be reflected in the accounting of the company. 

ILLUSTRATIVE EXAMPLE 

"Bag" LLC produced 50 purses during the reporting month. During the same month, the company 

disposed/sold 40 purses, each with AMD 70,000 (without VAT), for which a tax invoice was issued. According 

to the calculations made by the company, the cost of one purse is equal to AMD 55,000. The following 

accounting entries are made regarding this transaction. 

In terms of the sale/disposal of the product: 
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Dr 221 Receivables for purchases - AMD 3 360 000 (40 x (70 000 + 70 000 x 20%)); 

Cr 611 Revenue from sale of products, goods, work and services - AMD 2 800 000 (40 x 70 000), 

Cr 524 Short-term payables to the budget AMD 560 000  

(2 800 000 x 20%): 

In terms of the cost of the disposed/sold product  

Dr 711 Cost of the sold product, goods, work and services - AMD2 200 000 (40 x 55 000), 

Cr 215 Product –AMD 2 200 000 (40 x 55 000): 

In terms of payment made by the buyer for the goods purchased 

Dr 252 Settlement account -AMD 3 360 000, 

Cr 221 Receivables for sales –AMD 3 360 000. 

 Disposal of Goods from the RA territory  

Transactions on disposal of goods may be documented in compliance with the following documents: 

1) Contract on supply of goods; 

2) Tax bill; 

3) Transportation log; 

4) Export declaration; 

5) Product certificate of origin, in case this certificate is required by the terms of the contract, by the 

rules of the importing country (group of countries, customs union of countries, region or part of 

the country), or if the existence of a product certificate of origin is set forth by the rules for 

determining the origin of goods exported; 

6) Product export license or permit, if such a requirement is established by the law. 

Types of settlement documents, the obligatory requisites contained in them, the procedure for issuing thereof 

and other relations are defined by Articles 55-57 of the Code. 

It is wroth noting that the procedure for documenting transactions on disposal/sale of good, work and services 

is detailed in Tax Manual on Commercial Activity (trading) developed within the scope of Support to Tax 

Administration and Policy Leadership (#STAPL) Project implemented by the World Bank in collaboration 

with the UK and Northern Ireland Government’s Good Governance Fund. 

PART 3. Calculations, Reports to the Tax Authority 

Within the period defined by the Code, the taxpayer is obliged to compile and to submit to the tax authority 

any written information on the tax or payment calculated for the transaction or operation, which is considered 

an object of taxation defined by the Code during the reporting period. Tax calculations are submitted to the 

tax authority after the end of the reporting period, except in cases when the company is in the process of 

liquidation or the individual entrepreneur is removed from the state register. Tax calculations are submitted 

to the tax authority electronically. Exceptions are calculations that are considered confidential or contain 

information subject to limited use, as well as cases of software system malfunctions (RA Government Decree 

N1107-N of 07.09.2017 (https://www.arlis.am/DocumentView.aspx?DocID=115895, when calculations may be 

submitted also in a paper form. 

https://www.facebook.com/hashtag/stapl?__eep__=6&__cft__%5b0%5d=AZW20TLOnSHfxp1BFfq2GK_qh7eADPBYC1bYadqMunxXSEI2hU3dV7T9usZd56pB3LUWis6N4wRFJjngxqLElhARB5yyHp0tMUvdzzpYeZM7-IoJf_yF2O8C7E4jfH-TZWmrRtsaiWDBXolPAuarJwx4&__tn__=*NK-R
https://www.arlis.am/DocumentView.aspx?DocID=115895
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It should be taken into account that individual income tax calculations, regardless of the exceptions specified 

above, must be submitted to the tax authority exclusively electronically.  

In addition to tax calculations, taxpayers are required to submit to the tax authority other documents defined 

by the Code. 

PART 4. Calculation of Environmental Tax and Natural Resources 

Utilization Fee 

The calculation and payment of income controlled by the tax authority are regulated by the Code. In 

the cases defined for separate tax types by sections of the Code, accounting which is the basis for calculation 

of taxation base is carried out by the laws regulating accounting and financial statements and by the 

provisions set forth by other legal acts, unless peculiarities are specified for application thereof by the Code. 

Calculation of the environmental tax or natural resources utilization fee is carried out by the accrual method 

of accounting, unless the Code defines that the calculation of environmental tax or natural resources 

utilization fee is made by the cash basis of accounting. Accrual basis of accounting means that: 

1) the taxpayer maintains accounting of income and expenses from the moment when the right to 

receive income arises or from the moment when expenses are recognized, regardless of whether 

income was actually received or whether payments were actually made; 

2) the taxpayer maintains accounting of taxes, natural resources utilization fees and the amounts 

deducted (offset) from the taxes from the moment when the tax liability arises or from the moment 

when the amounts to be deducted (offset) arise, regardless whether compensation is received for the 

transactions made or whether payments were made to suppliers, tax or customs authorities for the 

amounts deducted (offset). 

Given the fact that this Manual describes issues related to production activities carried out by taxpayers who 

are considered VAT and profit taxpayers, below are the arrangements for calculating and paying the taxes 

and fees arising from disposal transaction of goods, products, work and services:  
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1. profit tax; 

2. value added tax and excise tax; 

3. environmental tax and natural resources utilization fee. 

1. Profit Tax Calculation and Submission Thereof  

The tax base subject to be taxed at profit tax is the taxable profit – the positive difference of gross 

income and deductions set forth by the Code. For residents the gross income is the income derived or to 

be derived from the sources of or outside the Republic of Armenia, while for non-residents, the gross is the 

income derived or to be derived from the sources of the Republic of Armenia. Peculiarities of record-keeping 

of certain types of income defined by the RA Tax Code should be taken into account when calculating gross 

income11 (Article 109). Deductions are entrepreneurial expenses, losses and other amounts that should be 

deducted from gross income in the procedure and amount set forth the Code. When making deductions, 

restrictions and elements not considered expenses, as set forth by the Code should be taken into account. 

Deductions from gross income may be made in case they are substantiated by the settlement documents 

specified in Article 55 of the Code, or in case they are remuneration amounts provided for per diem and 

transportation (movement) not exceeding the portions of the specified amount (Article 117, RA Government 

Decrees No 711-N, as of 08.06.2017 and N 2335-N, as of 29.12.2005). 

When determining the profit tax base, accounting is maintained in compliance with the laws regulating 

accounting and preparation of financial statements, as well as principles and rules defined by other legal acts, 

unless application peculiarities thereof are specified by the Code. It should be taken into account that the 

requirements set forth by the Code may differ from the rules established by the laws regulating preparation 

of financial statements, principles and rules set forth by other legal acts. As a result, the profit calculated on 

the basis of accounting principles may differ from the profit calculated on the basis of tax accounting 

principles. For example, a company may, in accordance with its accounting policy, set other depreciation 

periods for depreciation of items of property, plant and equipment other than those specified in the Code. As 

a result, the profit calculated according to the accounting principles will differ from the profit calculated 

according to the tax accounting principles. It should be noted that the defined depreciation periods may not 

be less than the minimum periods set forth by the Code. 

In the process of formation of the profit tax base, the significant role play the formulas that are used by the 

profit taxpayers to determine the costs of materials and supplies for calculation of the costs directly related 

to the production of the product that should be deducted from the gross income. Hence, the costs should be 

determined by using the first-in, first-out (FIFO) or weighted average cost formula. By calculating the data 

on the final consumption of the materials and supplies used during the year and the closing balance with 

different formulas, different numerical indicators are obtained. 

The company, depending on peculiarities of its activity, can use the most preferred formula for determining 

the costs of materials and supplies. Moreover, the company shall use the same cost formula for all materials 

and supplies having a similar nature and use to the company. For inventories with a different nature or use, 

different cost formulas may be justified. 

                                                           
11 RA Code, Article 109 
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Below are presented examples of calculating the costs of materials and supplies by using different 

calculation methods for the same figures: the first-in, first-out (FIFO) and weighted average cost formulas. 

ILLUSTRATIVE EXAMPLE  

"Chocolate" LLC deals with production of candies. During 2021, the cost of the same type of candy collection 

varies from month to month. According to the results of internal accounting carried out by the company, the 

movement of the candy collection had the following picture 

Table 30․ Inventory movement 
number 

Date Produced Sold Balance 

01.01.21թ. - - 500 

02.03.21թ. 700 - 1 200 

15.03.21թ. - 300 900 

10.05.21թ. 1000 - 1 900 

16.07.21թ. - 1 400 500 

18.12.21թ. 400 - 900 

25.12.21թ. - 300 600 

Total 2 100 2 000 600 

 

 First-In, First-Out (FIFO) Formula: 

The FIFO formula assumes that the items of inventory that were purchased or produced first are sold first, and 

consequently the items remaining in inventory at the end of the period are those most recently purchased or produced. 

Calculation per this formula will be as follows:  
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Table 31․ Movement of inventories per FIFO formula 

AMD 

Date 
Produced Disposed Balance 

Quantity 
Cost per 

unit 
Total cost Quantity 

Cost per 

unit 
Total cost Quantity 

Cost per 

unit 
Total cost 

01.01.21       500 3 000 1 500 000 

02.03.21 700 2 800 1 960 000 - - - 
500 3 000 1 500 000 

700 2 800 1 960 000 

15.03.21 - - - 300 3 000 900 000 
200 3 000 600 000 

700 2 800 1 960 000 

10.05.21 1000 2 500 2 500 000 - - - 

200 3 000 600 000 

700 2 800 1 960 000 

1 000 2 500 2 500 000 

16.07.21 - - - 1 400 

3 000 600 000 

500 2 500 1 250 000 2 800 1 960 000 

2 500 1 250 000 

18.12.21 400 3 500 1 400 000 - - - 
500 2 500 1 250 000 

400 3 500 1 400 000 

25.12.21 - - - 300 2 500 750 000 
200 2 500 500 000 

400 3 500 1 400 000 

Total 2 100 x 5 860 000 2 000 x 5 460 000 600 x 1 900 000 

In this example, the costs directly related to the production of the product sold/disposed that are subject to 

deduction from the gross income of the company amount to AMD 5,460,000 while the closing balance as 

of the end of the year is AMD 1,900,000 (600 units). 

 Weighted Average Cost Formula 

Under the weighted average cost formula, the cost of each item is determined from the weighted average of the cost 

of similar items at the beginning of a period and the cost of similar items purchased or produced during the period. 

The average may be calculated on a periodic basis, or as each additional shipment is received, depending upon the 

circumstances of the company. Calculation per this formula will be as follows 

Case 1: 

In compliance with the accounting policy of the company, the weighted average cost formula is applied for 

calculation of the cost of inventories that is calculated on an annual period basis: 

Table 32․ Movement of inventories per weighted average cost formula 

AMD 

Date 
Produced Expensed Balance 

Number 
Cost per 

unit 
Total cost Quantity 

Cost per 

unit 
Total cost Quantity 

Cost per 

unit 
Total cost 

01.01.21       500 3 000 1 500 000 

02.03.21 700 2 800 1 960 000 - - - 1 200 2 830 3 460 000 

15.03.21 - - - 300 2 830 865 000 900 2 830 2 595 000 

10.05.21 1000 2 500 2 500 000 - - - 1 900 2 830 5 095 000 

16.07.21 - - - 1 400 2 830 3 754 100 500 2 830 1 340 900 

18.12.21 400 3 500 1 400 000 - - - 900 2 830 2 740 900 

25.12.21 - - - 300 2 830 913 500 600 2 830 1 827 400 

Total 2 100 x 5 860 000 2 000 2 830 5 660 000 600 2 830 1 698 000 
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Determination of the weighted average cost:  

150 000 + 196 000 + 250 000 + 140 000 
= AMD 2 830 

 500 + 700 + 1 000 + 400 

In this example, the costs directly related to the production of the product sold/disposed that are subject to 

deduction from the gross income of the company amount to AMD 5,660,000 while the closing balance as 

of the end of the year is AMD 1,698,000 (600 units). 

Case 2: 

In compliance with the accounting policy of the company, the weighted average cost formula is applied for 

calculation of the cost of inventories that is calculated as each additional shipment is received 

Table 33․ Movement of inventories per weighted average cost formula  

AMD 

Date 
Produced Expensed Balance 

Number 
Cost per 

unit 
Total cost Quantity 

Cost per 

unit 
Total cost Quantity 

Cost per 

unit 
Total cost 

01.01.21       500 3 000 1 500 000 

02.03.21 700 2 800 1960 000 - - - 1 200 2 883 3 460 000 

15.03.21 - - - 300 2 883 865 000 900 2 883 2 595 000 

10.05.21 1 000 2 500 2 500 000 - - - 1 900 2 681 5 095 000 

16.07.21 - - - 1 400 2 681 3 754 100 500 2 681 1 340 900 

18.12.21 400 3 500 1 400 000 - - - 900 3 045 2 740 900 

25.12.21 - - - 300 3 045 913 500 600 3 045 1 827 400 

Total  2100 x 5 860 000 2 000 x 5, 532 600 600 3 045 1 827 400 

In parallel to production of each new shipment, the weighted average cost of an item of inventory is 

calculated. In case of figures of the Table above, for example, the weighted average cost after the production 

of the first shipment is determined as follows: 

 

1 500 000 + 1 960 000  
= AMD 2 883 

 500 + 700  

In this example, the costs directly related to the production of the product sold/disposed that are subject to 

deduction from the gross income of the company amount to AMD 5, 532, 600 while the closing balance as 

of the end of the year is AMD 1, 827, 400 (600 units). 

1.1 Profit Tax Calculation Method 

Profit tax calculation is carried out by the accrual basis of accounting, that is, regardless of whether 

income was actually received or whether payments were actually made, income is accounted for when the 

right to receive the income arises, while expenses are accounted for when they are recognized. The right to 

receive income is considered obtained, in case the corresponding income is subject to unconditional payment 

(compensation) to the profit taxpayer. 
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Production companies should recognize expenses as follows:  

1) costs directly related to the production of the product are recognized (deducted from gross income) in 

accordance with the sale of the product; 

2) Administrative, sales, non-production and financial expenses (except for the cases defined by the 

legislation regulating the field of accounting, when they are included (capitalized) in the historical cost 

of an asset (see Section 3, Part 1)) are recognized (deductions are made from gross income) in the period 

to which they relate; 

1.2 Profit Tax Rates  

Resident profit taxpayers operating in the general taxation system, non-resident profit taxpayers operating in 

the Republic of Armenia through a permanent establishment and individual entrepreneurs should calculate 

the profit tax in relation to the tax base at the rate of 18%. 

1.3 Calculation and Payment of the Profit Tax  

For resident taxpayers, each reporting year is considered a reporting period for profit tax calculation and 

payment, hence, resident profit taxpayers shall submit to the tax authority a profit tax calculation report by 

April 20, inclusive, of the tax year following the reporting period, as well as shall pay the amount of profit 

tax to the state budget. 

The amount of profit tax payable to the state budget is the positive balance of the profit tax amounts -

calculated against the profit tax base relating to that reporting period at the respective rate - and the amounts 

deductible from the profit tax. 

Within the meaning of this part, the following shall mean amounts deductible from the profit tax: advance 

profit tax fees, the amounts of profit tax collected in foreign states or of another tax calculated against the 

profit and amounts deductible from the profit tax, prescribed by parts 1 and 3 of Article 127 of the Code. 

Advance profit tax fees are made for each quarter of the current tax year until the 20-th, inclusive, of the last 

month of the given quarter. 

Advance profit tax fees are paid at the minimum amount of the rate of 20% of the amount calculated from 

the profit tax amount of the previous tax year and 2% of the amount received from the supply of goods, work 

performed or services rendered during the previous quarter. 

 

In fact, the profit tax is calculated based on the financial results of the organization, but taking into account 

the specifics of tax and accounting, some changes are made. 

When determining the profit tax base, accounting is carried out on the basis of accounting, rules regulating 

preparation of financial statements, as well as principles and rules defined by other legal acts, rules, unless 

the Code defines the peculiarities of their application. 
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Expenses recognized in terms of accounting that are not considered expenses in terms of tax accounting, 

when determining the profit tax base are not deducted from gross income  

For the purpose of the determination of profit tax base, items that shall not be deemed expenses for profit 

taxpayers are set forth by Article 112 of the Code, as follows: 

1. distribution of the equity to participants in the form of dividends or in other similar form; 

2. investments made in the equity of other taxpayer;  

3. the negative difference of the sales price of stocks, shares or units repurchased by a profit taxpayer and 

the carrying amount thereof;  

4. in case of liquidation of another organization, negative difference of the residual property value received 

for stocks, shares or units owned in that company by the profit taxpayer and the carrying amount of the 

stocks, shares or units; 

5. goods transferred, works performed and/or services provided, as an investment made in the joint activity, 

to the reporting participant of joint activity by a participant of joint activity; 

6. negative result of revaluation of assets, including foreign currency, other assets expressed in foreign 

currency, as well as assets expressed in bank gold and other precious metals;  

7. positive result of revaluation of liabilities, including liabilities expressed in foreign currency, as well as 

liabilities expressed in bank gold and other precious metals;  

8. expense with respect to assets (including participation fees), works and services received without 

compensation by non-commercial organizations or the expense made from them, other deduction or 

incurred loss; 

9. liquidation expenses of fixed assets and intangible assets, as well as carrying amount of fixed assets and 

intangible assets being liquidated; 

10. in case of liquidation of a taxpayer — the amount of up to AMD 1 000 available on the unified account; 

11. expenses with regard to the acquisition and disposal of securities proving the participation in the 

investment funds, as well as other expenses with regard to the participation in those funds; 

12. expenses with regard to the production of electric power by autonomous energy producers; 

13. expenses on the types of activities defined by Articles 19.7 and 19.8 of the Law of the Republic of 

Armenia “On State Duty”; 

14. expenses on disposal/sale of space objects and equipment, on rendering of repair and modernization 

services thereof, country remote monitoring satellite data transmission services, development, launch of 

space objects, management services during the landing and flight of those objects and/or expenses for 

performance of work thereon, before December 31, 2030; 

15. amounts paid by banks or credit organizations received by banks or credit organizations as insurance 

compensation for which the bank or credit organization is the beneficiary, to the extent that, in 

accordance with the insurance contract, the amounts are provided by banks or credit organizations to the 

borrower or mortgagee natural or legal persons or are directed to repay the loan of borrower natural and 

legal persons; 
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16. according to the Law of the Republic of Armenia “On the Financial System Mediator”, expenses incurred 

at the expense of the participation fees received by the Office of the Financial System Mediator; 

Restrictions on deductions made from the gross income with the purpose of determination of the tax base are 

mainly defined by Article 113 of the Code, as follows: 

1. fines, penalties and other property sanctions calculated and paid, as prescribed by the Code or other laws, 

with respect to fees made to the state or community budgets or to the funded pension system or other 

amounts controlled by the tax authority; 

2. assets provided without compensation, works performed or services provided without compensation, 

released liabilities, except for cases prescribed by Article 120 and point 5 of part 1 of Article 123 of the 

Code;  

3. expenses with respect to amortization deductions calculated as prescribed by part 1 of Article 121 of the 

Code with respect to fixed assets belonging to the profit taxpayer by the right of ownership, but provided 

(in case the leasing agreement (types of leases) stipulates that after expiration of the agreement or before 

its expiration, the ownership over the leased object may be transferred to the lessee)) through the lease 

(types of leases),  

4. expenses related to the generation of incomes which are deducted from the gross income when 

determining the profit tax base; 

5. VAT, excise tax and environmental tax amounts offset (reduced) in the procedure and amount prescribed 

by the Code;  

6. VAT and excise tax amounts calculated and paid against VAT and excise tax bases in the procedure and 

amount prescribed by the Code in case of transactions on supply of goods, performance of work and 

provision of services without compensation or with compensation at a value substantially lower than fair 

value;  

7. the part of standardized expenses exceeding the standards for the purpose of the determination of profit 

tax base as prescribed by the Code. 

Income recognized in terms of accounting that are not considered income in terms of tax accounting are 

deducted from gross income. Items not considered income are defined by Article 108 of the Code, in 

particular: 

1. investment in the chartered capital (fund) of the profit taxpayer made by participants (shareholders, equity 

holders, members), as well as other investment in other elements/items of the equity of the profit taxpayer 

made by participants (shareholders, equity holders, members) for the purpose of repayment of the tax loss 

of the previous tax years — in the amount not exceeding the tax loss of the previous tax years; 

2. positive difference of the placement price and the nominal value of stocks, shares or stake of a profit 

taxpayer; 

3. the positive difference of the sales price of stocks, shares or stakes repurchased by a profit taxpayer and 

the carrying amount thereof where such stocks, shares or stakes have been repurchased in accordance with 

the requirements of law, etc.  
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ISSLUSTRATIVE EXAMPLE OF PROFIT TAX CALCULATION  

"Vermak" LLC produced 500 blankets in 2021. During the mentioned reporting period the company sold 

400 blankets for AMD 60,000, and at the end of the reporting period the latter has 100 blankets.  

In 2021, the direct costs for materials and supplies incurred by the company were as follows: 

Table 34․ Direct material costs  

Name Mesure

m.unit 

Price Unit cost per 

standards 

Budgeted 

cost 

Current cost Budgeted 

total cost 

Cost of the sold 

product 

Silk fabric Meter 5 000 2.5 12 500 3 15 000 6 000 000 

Lining Meter 1 300 2.5 3 250 3 3 900 1 560 000 

Synthepon kg 1 600 1 1 600 1 1 600 640 000 

Fringe Meter 1 500 9.9 14 850 9,5 14 250 5 700 000 

Thread Reel 100 0.1 10 0,1 10 4 000 

Total direct costs of materials and supplies 32 210  34 760 13 904 000 

In 2021, costs incurred by the company were as follows:  

 

Table 35․ Entrepreneurial costs 

N/N Types of costs Direct 

Production 

Indirect 

Production 

Sale Administrative Financial 

1 Salary 180 000 250 000 80 000 720 000  

2 Depreciation  225 000  25 000  

3 Loan interest     210 000 

4 Current repairing cost of the 

item of PPE  

    25 000 

5 Lease payment  450 000  50 000  

6 Electricity cost  2 350 000  400 000  

7 Water cost  920 000   280 000 

8 Costs of materials and 

supplies 

13 904 000     

Total 14 084 000 4 195 000 80 000 1 195 000 515 000 

For the year 2021 costs shall be recognized in the following amounts: 

1) Direct production costs: 

14 084 000/500 x 400 = 11 267 200, 

2) Indirect production expenses: 

4 195 000 / 500 x 400 = 3 356 000, 

3) Sales costs: 80 000, 

4) Administrative costs: 1 195 000, 

5) Financial costs: 515 000: 

Hence, in the given example in 2021, at the “Blanket” LLC:  

1) Income are equal to: 

400 x 60 000=24 000 000 

2) Expenses are equal to: 16 413 200, 

3) Profit is equal to:  

24 000 000 - 16 413 200=7 586 800, 
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4) The profit tax is equal to: 

7 586 800 x 18% = 1 365 624: 

2. Submission of unified calculation reports of value added tax and excise tax  

2.1 Value Added Tax 

Calculation of value added tax is carried out by the accrual basis of accounting. 

In case of supply of goods, the VAT tax base is the value of the product in monetary expression, without 

VAT. 

Application of zero rate of VAT with respect to transactions on supply of goods having the status of EAEU 

product exported into EAEU member states from the territory of the Republic of Armenia exported per the 

“Export” customs procedure shall be applied on the customs value calculated in the procedure 

(https://www.arlis.am/DocumentView.aspx?DocID=121889) set forth by the RA law on “Customs Regulation”. 

VAT payers shall submit unified calculation reports of VAT and excise tax to the tax authority prior to and 

including the twentieth day of the month following each reporting semester. 

VAT against the tax base of transactions and operations considered to be the object of VAT taxation shall be 

calculated at the rate of 20%. However, the amount of VAT in the amount of compensation covering the 

amount of VAT for supply of goods, performance of work, provision of service shall be determined by the 

estimated value of 16.67 interest rate. 

VAT payers shall pay for the reporting period the positive difference of VAT amounts calculated with respect 

to the tax base of transactions, performed during that period, considered to be taxable objects and of VAT 

amounts offsetable (reducible) to the State Budget.  

VAT offsetable (reducible) amounts shall be: 

1.  The amounts of VAT differentiated in tax invoices issued by suppliers of goods acquired, work accepted 

and/or services received during the reporting period in the territory of the Republic of Armenia. VAT 

amounts prescribed by this point shall be offset (reduced). Depending on the date of validation of the tax 

invoice by the supplier, the amounts of VAT separated/differentiated in that tax invoice may be offset at 

different reporting periods; 

2. VAT amounts calculated and paid in the procedure and amount prescribed by the Code for goods imported 

into the territory of the Republic of Armenia through customs procedure “Release for domestic 

consumption”; 

3. VAT amounts calculated and paid in the procedure and amount prescribed by the Code for goods, having 

the status of EAEU product, imported into the Republic of Armenia from EAEU member states.  

4. The amount of VAT separated/differentiated in tax invoices, issued by VAT payers, with respect to goods 

acquired, work accepted and/or services received during the reporting period from a non-resident 

organization lacking a permanent establishment in the Republic of Armenia. 

However, the Code provides for restrictions for VAT offsetable (deductible) amounts. In particular, for the 

purpose of calculation of VAT amounts, VAT offsets (deductions) shall not be made, where: 

https://www.arlis.am/DocumentView.aspx?DocID=121889
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- the acquired and/or imported goods, accepted work and/or received services are attributed to 

transactions exempt from VAT; 

- the acquired and/or imported goods, accepted work and/or received services are attributed to 

transactions which are not deemed to be VAT taxable objects; 

- where the tax invoice is deemed to be a paper-transfer document; 

- where the transaction pertaining to the tax invoice has been declared invalid 

- where light passenger motor vehicles have been acquired and/or imported not for the purpose of sales, 

except for cases where light passenger motor vehicles are used for rental purposes. 

ILLUSTRATIVE EXAMPLE OF VAT CALCULATION 

"Computer" LLC produced 50 computers during the reporting month. During the same month, the company 

sold 40 computers, each at AMD150,000 drams (without VAT), for which a tax invoice was issued. 

Acquisitions of the company in the territory of the Republic of Armenia that are substantiated by tax ivoices 

are equal to AMD 2,000,000 (without VAT), while the tax base of goods taxed with VAT imported into the 

territory of the Republic of Armenia are equal to AMD 1,600,000. In the example given, during the reporting 

month, "Computer" LLC will have: 

Liability for VAT: AMD 1 200 000 ((150 000x40)x20%); 

An amount to be offset for the acquisitions made in the RA: 2 000 000 x 20% = AMD 400 000; 

An amount to be offset for the goods imported to the RA: 1 600 000 x 20% = AMD 320 000. 

The part of VAT to be filled in the VAT section of the unified calculation report of VAT and excise tax will be 

as follows: 

Table 36․ VAT calculation 

SECTION 1. VALUE ADDED TAX 

VAT Credit [A]. Tax Base [B]. VAT Credit 

7. Of the transactions taxed at VAT 20 %  6 000 000 1 200 000 

16. Total VAT credit 6 000 000 1 200 000 

VAT Debit [A]. Cost [B]. VAT Debit 

17. Goods imported to the RA territory 1 600 000 320 000 

18. Of goods and services acquired in the RA 

territory  

2 000 000 400 000 

21. Total VAT Debit [A]. Positive [B]. Negative 

720 000 0 

23. VAT calculated for the reporting period  [A]. VAT amount 

payable to the state 

budget 

[B]. VAT amount to be 

refunded from the state 

budget  

480 000  

As a result, the company incurs a VAT liability of AMD 480,000 that is subject to payment to the state budget 

by the 20-th of the month following the reporting month. 
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2.2 Excise Tax 

Calculation of the excise tax is carried out by the accrual basis of accounting. 

If the producer produces goods subject to excise tax, irrespective of peculiarities of the taxation system, the 

excise tax shall be calculated and paid to the state budget. Excisable goods are: 

1) ethyl spirit (except for cognac spirit); 

2) alcoholic beverages; 

3) beer;  

4) wine;  

5) tobacco products (including manufactured tobacco substitutes, cigars, cigarillos);  

6) lubricating oil; 

7) petrol; 

8) diesel fuel;  

9) crude oil;  

10) mineral oils;  

11) oil gases;  

12) other gas-like hydrocarbons (except for the natural gas that is considered non-compressed). 

ILLUSTRATIVE EXAMPLE 

"Vodka" LLC sold 500 liters of vodka during the reporting period. At the same time, during the same 

reporting period, the company purchased ethyl spirit in the territory of the Republic of Armenia, for which 

the amount of excise tax separated/differentiated in the tax invoices received was AMD 500,000. 
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Table 37․Calculation of excise tax 

SECTION 2. EXCISE TAX 

24. Tax base of the excise tax and the calculated amount of the excise tax in the reporting period 

Code per 

Commodity 

Nomenclature of 

Foreign Economic 

Activity  

Name of the 

product taxable 

at excise tax 

Measurement unit 

of the tax base 

Quantity 

(amount) of the 

products sold 

Alcohol 

level, 

% 

(the 

column 

recognized 

void 

27.08.19 

N 556-N) 

Excise tax 

rate 

Amount of 

the excise 

tax, AMD 

[24.1] [24.2] [24.3] [24.4] [24.5] [24.7] [24.8] 

2208 Alcoholic drink liter 500 9 1 560 780 000 

              

Total   

31. Amount of excise tax separated/differentiated in the tax invoices for the raw material acquired 

in the territory of the RA 

20 000 

33. Total excise tax debit in the reporting period 

([30] + [31] + [32.A] - [32.B]) 

If the result of the action is: 

- equal to 0: [A] and [B] cells is filled in “0”; 

- positive: cell [A] is filled; 

- negative: cell [B] is filled. 

A. positive B. negative 

500 000   

34. Per the result of the reporting period: 

- if cell [33.A] is filled, ([27] - [28.1] + [28.2] - [33.A]), 

- if cell [33.B], ([27] - [28.1] + [28.2] +[33.B]). 

In case of the result of the action is positive, cell “A” is filled in, in case it is 

negative cell “B” is filled in, in case it is equal to “O”, in cells “A” and “B” 

number “0” shall be filled in. 

 

A. Amount of 

excise tax payable 

to the state budget 

B. Amount of excise 

tax refunded from the 

state budget 

280 000   

As a result, the company incurs a tax liability of AMD 280,000 for excise tax that is payable to the state 

budget by the 20-th of the month following the reporting month. 

In case the goods produced by the taxpayer operating in the general taxation system are not subject to excise 

tax, the taxpayer shall not fill in the excise tax section of the unified calculation. In this case, the company 

does not incur a liability for the excise tax. 

3. Environmental tax, Natural Resources Utilization Fee 

Calculation of the environmental tax and natural resources utilization fee is carried out by the accrual 

basis of accounting 

In case the producer is the environmental taxpayer or natural resources utilization fee payer, shall, prior to 

and including the twentieth day of the month following each reporting period, draw up unified tax calculation 

reports of environmental tax and natural resources utilization fees and submit them to the Environmental 

Protection and Mining Inspection Body of the RA and tax authority, as well as shall pay, calculated in the 

defined procedure, the amount of environmental tax and natural resources utilization fees to the state budget. 

 

3.1 Environmental Tax 

The following shall be deemed to be environmental taxpayers:  
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1.  Those emitting harmful substances into the atmospheric air from stationary sources of emission; 

2. In case of those emitting harmful substances into the atmospheric air from mobile sources of emission: 

owners of motor vehicles, other self-propelled vehicles and mechanisms, as well as water vehicles, 

registered and operated in the Republic of Armenia, or their authorized persons (representatives); 

3. Those for leakages (except for domestic utilities-water leakages) of harmful substances and/ or 

compounds into the water resources, directly and/or centralized water drainage networks and other water 

systems; 

4. In specifically designated areas: 

1) for placing or storing subsoil management wastes - those generating such wastes; 

2) for storing industrial and/or consumption wastes - those generating such wastes; 

3) for placing industrial and/or consumption wastes - those generating or placing such wastes, except 

for the cases referred to in point 4 of this part; 

4) for placing domestic wastes generated by individuals as a result of carrying out garbage disposal 

in accordance with the Law of the Republic of Armenia “On garbage disposal and sanitary 

purification” - operators performing garbage disposal and sanitary purification activities. 

5. Those producing and selling goods within the territory of the Republic of Armenia which cause damage 

to the environment,  

3.2 Natural Resources Utilization Fee  

The following shall be deemed to be natural resources utilization fee payers: 

1. Those for use of surface water resources (rivers, lakes); 

2. Those extracting sweet and thermal groundwater (internal pressure and non-pressure artesian and annual 

renewable water resources); 

3. Subsoil users involved in extraction of mineral groundwater (including for the produced carbon dioxide) 

4. Subsoil users involved in salt extraction; 

5. Subsoil users involved in extraction of solid non-metallic minerals (except for the salt); 

6. Those using the biological resources constituting objects of flora and fauna; 

7. Companies exploiting mines of metallic minerals and producing ore concentrates or castings or any other 

products through the processing of ore, concentrates, castings; 

8.  Companies exploiting mines of metallic minerals and producing any products from the metallic minerals 

extracted from these mines without concentrate formation; 

9. Companies producing ore concentrates and/or castings from waste of subsoil use and/or ore or any other 

products through the processing of waste of subsoil use, ore, concentrates, castings, irrespective of the 

fact of exploiting a mine of metallic minerals. 


